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Above, Barber 324-B Automatic Con- 
version Burner. Tested and certified 
by AGA Laboratory under new listing 
requirements. No. 49-113-B Barber Automatic Burner Assembly 


For Top Performance— 
Use Barber Automatic 
Conversion Burners 


PERFECTED DESIGN: Why experiment with unproved burners? Barber units 
are tested in many thousands of installations over a thirty year period. That 


means trouble-free operation, fewer complaints, returns, and service 
charges. 


OUTSTANDING EFFICIENCY: Famous patented Barber air-activated jets 
(available in no other burner) assure the most intense heat with a true 
"scrubbing" flame action on all walls of fire-box. 


DIRECT ACTION: This flame is applied direct to walls of combustion cham- 
ber—no refractory, no spreader. 


GREATEST ECONOMY: Thorough combustion gets the most from the fuel, 
the most from the equipment. Also, a Barber job requires minimum installa- 
tion cost. You can even, in many cases, use the existing automatic controls, 
if the owner has them. 


FINEST CONTROLS: The best precision automatic equipment obtainable. 


TAILOR-MADE FIT: Barber models are furnished in proper sizes for all 
round or oblong furnaces or boilers, and are further adjustable to correctly 
fit all grate dimensions. Recommend and install genuine Barber Burners. 


Ask for complete Catalog of Appliance Burners, Conversion Burners and Regulators 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, 0 


BARBER BURNERS 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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A B&W Radiant Boiler of this 


was recently placed in service 


Willow Island Station of the 
Monongahela Power Company 
Capacity is 500,000 Ib. per 
1550 psi and 950 F. 





posts capacity at Willow Island — 
with BeW STEAM 


am requirements for 50,000 KW of new generating capacity 
illow Island Station of Monongahela Power Company 

supplied by a 500,000 Ib. per hour B&W Radiant 

iler. A similar unit is on order for 


s company’s Rivesville Station. 








WILLOW ISLAND STATION 


WEST 
VIRGINIA 


The B&W boiler installed at Willow Island Station 
one of 46 recent B&W designs presented in the Ic 
edition of “Central-Station Boilers”, Bulletin G 
now available. 
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Baers is no gainsaying the fact that 
various experiments with quasi au- 


tomatic regulation of utility rates have 
had pretty hard sledding in the United 
States. Probably the most successful and 
celebrated was the so-called “Washing- 
ton plan” put into effect during the early 
twenties to govern electric rates charged 
in the District of Columbia. 


But the basic difficulty with the 
Washington plan, as with all other varie- 
ties of profit-sharing automatic rate ad- 
justment arrangements, is the fact that 
there is necessarily an inequality of the 
participating parties. After all, any ar- 
rangement for automatic rate adjustment 
has to be reduced to a contract, for prac- 
tical purposes of adjustment and admin- 
istration. And what kind of a contract 
can we ever have between a regulatory 
arm of the government and a regulated 
public utility under the law? 


SINCE the regulatory arm of the gov- 
ernment can never barter away its sover- 
eign powers we have, as a result, a con- 
tract which is subject to changes at the 
option of one party but not of the other. 
And if equality of terminating power is 
attempted, we have an even less stable 
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contract—one which can remain in ef- 
fect only at the pressure of either party. 


Pp the past six years another ex- 
periment along this line has been 
tried in New Jersey. It is the so-called 
New Jersey Rate Adjustment Plan. It 
featured a reserve calculated to cushion 
the need for rate increases during ad- 
verse economic periods. It also featured 
an arrangement for determining the util- 
ity’s rate of return on the basis of pre- 
vailing money-market conditions and in- 
vestment requirements. Now, the same 
bugaboo has threatened the New Jersey 
plan—just as it threatened the Washing- 
ton plan and the earlier arrangements in 
Boston, El Paso, and elsewhere. It is the 
same old story of pressure resulting from 
economic changes due to the more or 
less inflationary period through which 
we are passing. 


Notice has recently been given to the 
New Jersey Board of Public Utility 
Commissioners that the New Jersey 
Power & Light Company desires to ter- 
minate its further operation under the 
so-called New Jersey Rate Adjustment 
Plan, adopted by agreement in 1944. 
This action should focus, once more, the 
attention of those interested in utility 
regulation on the problems which have 
arisen under actual operation of this in- 
teresting experiment in quasi automatic 
regulation. Does the alleged failure of 
the New Jersey utility to earn the plan’s 
basic rate of return mean that the pro- 
gram lacks elasticity to meet economic 
changes ? 


Dr. J. Ruoaps Foster, author of this 
article on the New Jersey plan, is par- 
ticularly well qualified because he had a 
large part in the original drafting of the 
plan. A native of Missouri, he was edu- 
cated at the University of Missouri 
(PhD, ’33), Columbia University, and 
the New York University. He joined the 
Consolidated Edison Company as a rate 
engineer in 1933. He became an econo- 





il 13, 1950 


Public Utilities Fortnightly 








Has your financing program 
kept pace with the times? 


® Quite a change from the stately 
old windmill to a modern power 
plant. And from the capital markets 
of former years to those of today. 

Has your organization a com- 
prehensive program geared to 
present-day financial conditions? 
Are your financing methods and 
your approach to the financial 


ONE WALL STREET 
Capital Funds over $118,000,000 


community keeping up-to-date? 

If you would like to discuss these 
questions or others in connection 
with your business, the specialists 
in our Public Utilities Department 
will welcome the opportunity. 
They are fully qualified to give 
the expert guidance which may 
be of assistance to you. 


Gust 


NEW YORK 15, N.Y. 
Total Resources over $1,100,000,000 


Wituiam N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department 
Tom P. Watker—Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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mist on the New Jersey Board of Public 
Utility Commissioners in 1937. Since 
1942, he has been teaching public utility 
economics and public utility law at New 
York University, as well as engaging in 
private consulting practice. 


* * * * 


"| author of the article entitled 
“Nationalization, a Partly Accom- 
plished Fact,” beginning on page 475, 
hardly needs an introduction to the 
readers of this publication. But we would 
like to record the fact that ELMER 
L. LinpsetH, hard-hitting president of 
the Edison Electric Institute, as well 
as head of the Cleveland Electric II- 
luminating Company, is one American 
citizen whose career is a classical ex- 
ample of the American success story in 
the true Horatio Alger pattern. He was 
born in Chicago in 1902, the son of a 
Swedish immigrant who was then a 
blacksmith and later became a foreman 
on the New York Central Railroad in 
Cleveland. 


AFTER public high school education in 
Cleveland, LinpsetH earned a scholar- 
ship to the Case Institute of Technology 
and later graduated on another scholar- 
ship from Miami University, Oxford, 
Ohio (BA, ’23). He pursued graduate 
studies in engineering at Yale University 
on a teaching fellowship, earning a Mas- 
ter of Science degree. While at Yale he 
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received a “break” when Walter Wohlen- 
berg, now Dean of Engineering at Yale, 
permitted him to collaborate on a discus- 
sion of boiler performance at a meeting 
of the American Society of Mechanical 
Engineers. The chief power plant engi- 
neer of Cleveland Electric Illuminating 
Company happened to be in the audience. 
LINDSETH at the time was working for 
the company he now heads. 


AFTER a series of promotions along 
the engineering line he became executive 
vice president in 1945 and succeeded to 
the top spot shortly after when his prede- 
cessor died in office. 


* * * * 


OMETIME ago Louis J. ZITNIK, with 
the Los Angeles firm of Kerr & 
Co., attempted to determine whether 
the record natural gas expansion pro- 
gram now going on all over the United 
States has a sound foundation. The 
author made a comparative cost analysis 
of natural gas, coal, and fuel oil. He 
delved into the financing, credit, and reg- 
ulation factors ; he charted the rdle pipe- 
lines must play in the national economy 
of the future. The resulting picture sur- 
prised the author himself. In this issue 
the author’s conclusions are contained in 
the article “The March of the Gas Trans- 
mission Lines,” beginning on page 484. 


* * * * 


A* in this issue is the concluding in- 
stalment of the 2-part series of 
articles on the subject “Stock Purchase 


Plans for Employees.” The advantages 
and disadvantages of selling public utility 
shares to employees have been examined 
from a most objective point of view. 
Ricwarp A. Rosan, New York attor- 
ney, gives us a description of the prizes 
and pitfalls to be weighed in determin- 
ing whether to adopt a program. Part II 
deals with actual examples of stock pur- 
chase plans for employees. 


THE next number of this magazine 
will be out April 27th. 


Ar CdliXree 
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Have you an up-to-date picture? 


O the facts in your hands now give you a 
clear, true picture of your consumers’ 
age data... 


. or are your statistics (pardon us) out of 
cus? 


o get, and keep up-to-date pictures of usage 
ata, call regularly on the Recording and Sta- 
stical Corporation. 


e can compile your data in 4% the time... 
d at 4 the usual cost of preparing it in your 
n offices, 


D0,000 of your bills can be analyzed in one 
y by the remarkable Bill Frequency Ana- 
zer—an electro-mechanical device developed 
pecially for this purpose. Consequently, the 
bst to you is but a small fraction of a cent 
rT item. 


Get complete data 
“The One Step Method of Bill Analysis” is 
an informative booklet that tells you more 
about this accurate and economical method of 
compiling consumers’ usage data. We will 
gladly send it to you upon request. 


This Bill Frequency Analyzer—developed especially 
for utility useage dete—automatically classifies and 
adds in 300 registers in one step. 


RECORDING AND STATISTICAL CORPORATION 


100 Sixth Avenue 


New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 


* 


FLY ASH DISPOSAL—HOW TO BE OPTIMISTIC THOUGH VEXED! 


Utilities, long irked by small particle residues resulting from com- 
bustion of solid fuels, have a chance of redress in this new dis- 
posal of the accumulated by-product. Fly ash, as such matter is 
popularly termed, can be put to work at a surprising number of 
worth-while jobs. The author, Howard J. Carswell of the Bi- 
tuminous Coal Institute, introduces the word ''pozzolan'’ to the 
lexicon of engineering—in connection with coal-consuming 
power plant operations. For the origin of this word he takes us 
back through the centuries, citing an interesting prototype put 
to man's purposes in the heyday of an earlier civilization. 


UTILITY FINANCING BEGINS AT HOME 


An account of how one utility company turned over to a special- 
ist, €@ program for selling company shares to its own customers 
and others in its own state. John P. Callahan, utility news writer 
of The New York Times, tells how a healthy growth of grass-roots 
ownership was the pleasing result. 


WHY LIFE INSURANCE COMPANIES BUY NATURAL GAS 
PIPE-LINE BONDS 


Ernest Abrams, New York author of business and economic arti- 
cles, has endeavored to determine whether the record natural 
gas expansion program now going on all over the United States 
has a sound foundation. He has made a comparative cost 
analysis of natural gas, coal, and fuel oil. He has weighed the 
financing, credit, and regulation factors. He charted the réle 
pipelines must play in the national economy of the future. The 
resulting picture should interest not only those connected with 
the natural gas industry, but all concerned with similar problems 
of utility plant financing. 


WILL THE NEW JERSEY PLAN WORK DURING AN ERA OF 
ECONOMIC CHANGE? PART Il 


A | SO .. . Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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Notice has recently been given to the New Jersey Board of 
Public Utility Commissioners that the New Jersey Power & Light 
Company desires to terminate its further operation under the 
so-called New Jersey Rate Adjustment Plan, adopted by agree- 
ment in 1944. This action should focus, once more, the attention 
of those interested in utility regulation on the problems which 
have arisen under actual operation of this interesting experiment 
in quasi automatic regulation. Part Il of this series, by J. Rhoads 
Foster, discusses the relation of earnings stability to investment 
value and to cost of capital. 
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March 28, 7950. 





This announcement appears as a matter of record only and is under no circumstances to be construed as an offering of 


these securities for sale, or as an offer to buy, or as a solicitation of an offer to buy, any of such 
securities. The offering is made only by the Prospectus. 


2,000,000 Shares 
Equitable Gas Company 


Common Stock 


($8.50 Par Value) 


Price $24.25 per Share 


Copies of the Prospectus may be obtained in any State 
in which this announcement is circulated from only 
such of the underwriters, including the undersigned, 
as may legally offer these securities in such State. 


Kidder, Peabody & Co. = Merrill Lynch, Pierce, Fenner & Beane § White, Weld & Co. 
Eastman, Dillon & Co. A.G. Becker &Co. Hemphill, Noyes, Graham, Parsons & Co. 


Paine, Webber, Jackson & Curtis H. M. Byllesby and Company 
Central Republic Company Laurence M. Marks & Co. Moore, Leonard & Lynch 
Stroud | & Company Lee Higginson Corporation Singer, Deane & Scribner 
Blair, Rollins . & Co. -'W.C. Langley & Go. G. H. Walker & Co. 
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“There never was in the world two opinions alike.” 


DoucLas McKay 
Governor of Oregon. 


BRADLEY DEWEY 
President, Dewey & Almy 
Chemical Company. 


PETER Epson 
Columnist. 


CHARLES SAWYER 
Secretary of Commerce. 


ROSWELL MAGILL 
Former Under Secretary of 
the Treasury. 


Don G. MITCHELL 
President, Sylvania Electric 
Products, Inc. 


Henry H. HEIMANN 
Executive manager, National 
Association of Credit Men. 


HERMAN W. STEINKRAUS 
President, Chamber of Commerce 
of the United States. 


Henry M, Wriston 
President, Brown University. 
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“T want to urge the vital importance of protecting and 
preserving our system of free government. We have no 
greater resource to conserve !”’ 


v 
“We can quickly lose technical superiority if we permit 
misguided zealots to whittle down industry or to stunt 
wholesale, healthy growth to bigness.” 


> 


“ .. of all the pressure groups operating in Washing- 
ton, union labor headquarters now are the most vocal 
and put out the largest volume of stuff.” 


* 


“Management should go a long way to recognize that 
the interests of capital and labor are mutual and not 
antagonistic. Labor should do the same.” 


* 


“We need to give dividends from common stock equal 
treatment with debt obligations so that equity financing 
can be brought out of the current slump.” 


* 


“Remember that public opinion is not made in Wash- 
ington, but is back home with your employees and the 
communities in which you live and operate.” 


* 


“Our early leaders had a great appreciation of the 
homely virtues of thrift and humility and of the doctrine 
that the government is best which governs least.” 


* 


“The valley authority program is a vicious one that 
would put in the hands of a few men absolute control 
of our industrial economy through political monopoliza- 
tion of electric power.” 


* 


“(Profits as a means to an end] are as necessary as fuel 
for a boiler. If they are hoarded, sterilized, even small 
profits are too great. If they are put to the service of 
production, if they are a means to larger employment, 
to steadier employment, to more gainful employment, 
then they cannot be ‘too great’ !” 
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IMPORTANT READING 
For All Public Utility Officials 











TRANSFORMING PUBLIC 
UTILITY REGULATION 


A Definite Administrative Program 


By John Bauer, Director 
American Public Utilities Bureau 





One of the nation’s outstanding experts in public 
utility regulation has here written the first compre- 
hensive treatise on regulation published since the 
war. Looking toward bringing public utility oper- 
ations into line with postwar conditions, Dr. Bauer 
sets forth a program which he considers both practi- 
cal and essential to assure efficient private control 
in the public interest. His proposals will interest a 
wide audience of public officials, public utility execu- 
tives, legislators and regulatory bodies. $5.00 


PUBLIC ORGANIZATION 
OF ELECTRIC POWER 


Conditions, Policies and Program 





By John Bauer and Peter Costello 


“This volume should exercise a powerful influence 
on the electric power industry in the United States 
for the next fifty years.”—-Carlton L. Nau, General 
Manager, American Public Power Association. “...a 
powerful factual argument for public ownership of 
the electric service business . . . This book should 
help stimulate thinking and discussion about better 
ways to promote evolution of the nation’s power 
development.”—Gordon R. Clapp, Chairman, TVA. 

$4.00 


Write publisher, Dept. 32B, for free catalog 
of Harper Business Books 








AT YOUR BOOKSTORE OR FROM 


HARPER & BROTHERS, 49 east 33rd STREET, NEW YORK 16, N. Y. 














REMARKABLE REMARKS—( Continued) 


H. G, BATCHELLER 
President, Allegheny Ludlum 
Steel Company. 


James F. Byrnes 
Former Secretary of State. 


G. METZMAN 
President, New York Central 
System. 


Henry C. DworsHAK 
U. S. Senator from Idaho. 


ARTHUR CAPPER 
Former United States Senator 
from Kansas. 


Rosert L, JOHNSON 
President, Temple University. 


Emit SCHRAM 
President, New York Stock 
Exchange. 


E. F. MANSURE 
President, Illinois Manufacturers’ 
Association. 


EpiToriAL STATEMENT 
The Journal of Commerce. 


JosepH W. MarrIN, Jr. 
U. S. Representative from 
Massachusetts. 


EpiToriAL STATEMENT 
Chicago Journal of Commerce. 


Victor LEA 
Economist, Standard Brands, Inc. 
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“Communism and Socialism are the penalties of eco- 
nomic ignorance.” 


* 


“I want a government that will live within its income 
and without most of yours.” 


ia 


“There is no question that the elimination of wartime 
taxes on transportation would be definitely helpful.” 


¥ 


“For the first time in nearly twenty years, there seems 
to be a genuine popular trend for balancing the budget.” 


* 


“In my opinion the ‘reddest’ menace that faces the peo- 
ple of the United States is the menace of government 
red ink.” 

* 


“The Hoover report cannot make or break the Federal 
budget but it can mean the difference between a surplus 
or deficit.” 


* 


“The soundest and most effective way to move more 
money into equities is by removing the obstructions from 
the Federal tax structure.” 


* 


“One of the principal obstacles to continuing high con- 
sumer demand, which is necessary for mass production, 
is our tremendous tax burden.” 


* 


“Higher taxes strike directly at plant and equipment 
expenditures by industry, And such outlays are a major 
prop sustaining business activity today.” 


> 


“Big government saddles upon the people a crazy quilt 
of regulations, controls, forms, and red tape. Big govern- 
ment reduces human beings to mere lifeless statistics.” 


ha 


“AT&T and its subsidiaries are doing enough legitimate 
business not to require the shady money of bookies and 
touts. No telephone transmitter has yet been devised for 
people who talk out of the sides of their mouths.” 


* 


“TWithout proper information about the American 
system in their possession] the people will go into the 
stores and vote for your products by purchasing them, 
and then go to the polls and vote you out of business.” 
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DIVIDED FURNACE WITH 
CENTER WATER WALL 


The divided furnace with a CENTER 
WATER WALL? is a development first 
introduced by Springfield Boiler Co., for 
large central station installations. It has 
application where gas temperatures 
entering the first pass and superheater 
must be limited to prevent slagging. It 
enables a unit to stay on the line longer 
before shutting down for maintenance 
and cleaning. — 

The divided furnace construction has 
been highly dependable and successful 
in service. It is adaptable to any kind of 
firing. Springfield offers it on both bent 
tube and straight tube boiler designs. 
*Patented 





CONVENTIONAL FURNACE 





FURNACE WITH CENTER — WALLS 


ba ey 





i /4-6"—o 



































Ad 


These diagrams show how the center water wall made it possible for Springfield to 
reduce the height of furnace 22% on one 350,000 Ib. pulverized coal fired unit 
in addition to securing some 90° lower temperature at the first pass. Ask for 
information on this and other modern installations. 
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DUNKIRK 
STEAM STATION 


NIAGARA MOHAWK POWER CORPORATION 








The C-E Unit, shown here, is one of two duplicate steam generating 
units of the reheat type soon to go into service at the Dunkirk Steam 
Station of the Niagara Mohawk Power Corporation. 

















Each of these units will serve a 100,000 kw turbine generator operat- 
ing at an initial steam pressure of 1450 psi and a temperature of 1000 F 
reheated to 1000 F. 





The units are of the radiant type with a reheater section located 
between two stages of the primary superheater surface. A finned tube 
economizer is located below the rear superheater section, and regenera- 
tive air heaters follow the economizer surface. 


The furnaces are fully water cooled, using closely spaced plain tubes 
throughout. They are of the basket-bottom type, discharging to sluicing 
ash hoppers. 


Pulverized coal firing is employed, using bowl mills and vertically- 
adjustable, tangential burners. B-385A 


COMBUSTION ENGINEERING— 
SUPERHEATER, INC. 


200 MADISON AVENUE * NEW YORK 16, N.Y 





} ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND 
STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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ington Rand, B Mochi 


34 models to choose from—Remington R: 
offers you the job-fitted machine for your 
dividual needs. Electric and hand-operat 
models —all with the faster 10 key keyboa 
for peak productivity in office figure 
Precision-built for quiet operation . . . t 
efficiency. Capacities to $100,000,000,000. 
Priced from $99.50 up. 


ele Gel a REG 


The COMPLETE line of faster figuring 

chines — The unique Printing Calculator-t 
versatile machine with PRINTED PRO 
ON THE TAPE — in a variety of modé 
including wide carriage machines for dire 
computation on forms. Lightning fast 

the 10 key keyboard...all models are coz 
pletely electrified—list, add, subtract. . . wit 
automatic division and direct multiplicatio 


Ais wie? OR” 


Your only source for freedom of choice 
The new Remington Electri-conomy Typ 
writer—shattering records for higher typi 
output, greater accuracy and increased offi 
savings. The completely new Super-riter 
with new functional Fold-A-Matic constr 
tion and exclusive Tempo Touch Typing 
The famous Noiseless DeLuxe Gray Typ 
writer—for typing perfection with QUI 
cE SS ee EE ae 
ONE call brings ALL the best—Remingto’ 
Rand is supreme in the field of supplies. 
supplies that help you get the most fro 
your business machines! The new 4 
Nylon Typewriter Ribbon for new econor 
through far longer wear... Patrician Carbe 
Paper, with exclusive convenience featu 
.- Plastiplates and Plastiphoter — for lov 
cost, high quality offset duplicating. 


Copyright 1950 by Remington Rand 


SE LES FE” Se eae 
Library, Rm. 1294, 315 Peurth ra ue a9 10 


Please send me—no obligation—the free booklets I have checked below: 


CD Adding Machine 


NAME 


C Super-riter 
O Printing Calculator [) Nylon Ribbon [Noiseless Typewriter 


0 Electri-conomy Typewriter [) Line-a-time 
OC Plastiplate 


TITLE 





COMPANY 





ADDRESS 





CITY. 





ZONE............ STATE 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





April 13, 1950 


Public Utilities Fortnightly 





Nylon Typewriter Ribbon— 
Patrician Carbon Paper 





and Typewriter Ribbon 


Wide Carriage 
Printing Calculator 


Super-riter 


MTN 
J 


Line-a-time 
Copy Holder 





USE THE COUPON FOR THESE 
FREE FACT-PACKED BOOKLETS 


Wide Carriage 
Adding Machine 


Seager s EOS EE EE 


— 


Noiseless DeLuxe 
Gray Typewriter 


ence 


Perlert copies 
with 


Remington Rand 


Stencils, Plastiplates 
and Piastiphoter 


For your needs 
we have no reason 
to recommend anything but 


@ 
Memington. Rland the right machines and systems. 
We make them all 
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Above: New Diese! Locomotive 
Maintenance Shop, Lake Terminal 
Railroad Company, Lorain, Ohio. 














Their 
rugged, 
durable 

dependability 

means 















ghect Effivioncy at foweat, Coats 


These famous doors make all floor, wail and ceil- a com upletely out of the way above the lintel 
ing space around doorways fully usable at all when Spened, Kinnear Rolling Doors stay out of 
times. They need no overhead storage space to Teach of damage by wind or vehicles. Their 
open into. Materials, or equipment can be placed rugged, all-metal construction assures long service 
within an inch or two of the door curtain, inside 2%4 low maintenance—plus an extra measure of 
or outside, without blocking its smooth, easy protection against theft, intrusion, fire, wind, and 


coiling upward action. weather. 









fh 1 F Kinnear Rolling Doors are “tailored” to each 

Sut space-saving efficiency is only one of many = jndividual opening. They may be equipped with 

reasons why Kinnear Rolling Doors are so widely Kinnear Motor Operators, controlled from push- 

preferred, The Kinnear-originated interlocking button switches, placed at any number of con- 

steel slat construction has proved its extra value venient points in the building, or at other remote 
W rite for complete information. 








and long-run economy in many other ways. points. 


The KINNEAR Mfg. Co. Saving Ways in Doorways 


Factories: 2060-80 Fields Ave., 
Columbus 16, Ohio 
1742 Yosemite Ave., 
San Francisco 24, Calif. ROLLIAIG DOOR 


Offices and Agents in All Principal Cities 
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Can You Be Confident? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 
information. 





National or Sectional Coverage 





* © 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS « PHILIP H. CARPENTER * WARREN W. AYRES 


70 PINE STREET, NEW YORK &§, NEW YORK 
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Whatever work your trucks do... 





NEW \NTERNATIONAL TRUCKS © 


ARE are Meaw-Duty Lagineered 10 SavE YOU MONEY 





Heavy-duty engineering is yours now in 
every single new International Truck from 
4,200 to 90,000 pounds gross vehicle weight. 


That’s the extra value engineering that has 
kept Internationals first in heavy-duty truck 
sales for 18 straight years. 


Cost-conscious, profit-minded truck users 
have preferred Internationals year after year 
for only one reason: International’s heavy- 
duty engineering means longer truck life, 
lower operating and maintenance costs. 


The same organization that kept Interna- 
tionals a tradition in the heavy-duty truck 
field have developed heavy-duty engineered 
truck stamina in every new International 
Truck, regardless of size. 


You'll find new comfort in the new Comfo- 
Vision Cab. Model for model, here is “the 
roomiest cab on the road.” It gives you full 
front visibility through a giant, one-piece, 


ALL NEW, All PROVED 


scientifically curved Sweepsight windshield. 


And comfort is right at your fingertips 
when you take the sturdy wheel. The entire 
steering system is engineered to provide 
more positive control from a more comfort- 
able position. 


You'll get an all-new truck proved under 
actual operating conditions. “Proved under 
actual operating conditions” takes in years 
of time, millions of dollars, countless miles. 
But these new Internationals took in all those 
and then some—to give you proved-in-ad- 
vance performance. 


Find out all about that performance from 
your nearest International Truck Dealer or 
Branch, soon. 


International Harvester Builds 9 
McCormick Farm Equipment and Farmall 
Tractors .. . Motor Trucks Ka 
Industrial Power... Refrigerators and Freezers 


Tune in James Melton and “Harvest of Stars” 
NBC, Sunday afternoons 


INTERNATIONAL “> TRUCKS 


INTERNATIONAL HARVESTER COMPANY 


CHICAGO 
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PUBLIC UTILITY 
PRINTING SPECIALISTS 





REGISTRATION 
Pandick Press has worked closely with utility companies a 
for more than a quarter of a century. Our printing ” 
services to this industry range from highly technical PROSPECTUSES 
legal documents to beautifully illustrated descriptive " 
brochures. ANNUAL REPORTS 
; Whatever the nature of your printing requirements, ° 
) we believe you will like the assurance of accuracy and INDENTURES 


highest quality that “Service by Pandick” brings you. ° 


P. , —. 22 THAMES ST., NEW YORK 6 
andick TESS, fre. 71 CLINTON ST., NEWARK, N.J. 


Established 1923 


A QUARTER CENTURY OF SERVICE 














1 to 30,000 


Distribution of operating company equities to owners of 
utility holding company stocks creates many new prob- 
lems. Instead of a single common stockholder the 
operating company finds itself with many thousands, 
necessitating additional personnel to handle dividends, 
reports and proxies for regular or special meetings. 


Many of these problems can become routine 
with the help of our experienced organization. 


W hy not write today for a copy of our leaflet 
“W hat we do—How we do it.” 


GEORGESON & CO. 


Specialists in Stockholder Relations 


52 Wall Street, New York 5, N. Y. 
Telephone HAnover 2-1470 


Boston - Philadelphia - Chicago - Los Angeles - San Francisco 
Representatives in all Principal Cities 
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Law library for piping fabricators 


HE safety of your employees, the welfare of 
Tene community and a major investment can 
depend on a single piece of prefabricated piping. 
That’s what piping codes are for . . . state, na- 
tional, association and insurance codes. You don’t 
have to know these codes because Grinnell en- 
gineers know the “law”’ intimately, check and 
cross-check with these codes at every step from 
preparation of detailed drawings and specifica- 
tions right through bending, welding, stress re- 
lieving, heat treating, testing, final inspection, 
assembly and test runs. 


puny 
5-@= 


That's just one of the many advantages of hav- 
ing a piping system prefabricated by Grinnell. 

The complete “‘package’’ includes interpreta- 
tive engineering, metallurgical research, compli- 
ance with code requirements, manufacturing draw- 
ings and specifications, production schedules, pur- 
chase of materials, specialized facilities, skilled 
personnel, control of quality and rigid inspection. 

You get this complete package from a Grinnell 
prefabricated piping plant on schedule, ready for 
field erection, meeting all code requirements and 
at a real economy. 


toa GRINNELL 





Grinnell Compony, Inc., Providence 1, Rl. Warehouses: Atlanta * Buffalo * Charlotte * Chicago * Cleveland * Cranston * Fresno *Kansos City *Houston slong Beach 
los Angeles * Milwoukee * Minneapolis * New York * Ookland * Philadelphia * Pocatello * Sacramento * St. Louis * St. Paul * San Francisco * Seattle * Spokane 
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T* | § Southwestern Gas Measurement Short Course ends, Norman, Okla., 1950. 





F | New Jersey Society of Professional Engineers begins meeting, Newark, N. J., 1950. 





New England Radio Engineers begin meeting, Boston, Mass., 1950. 





Indiana Gas Association will hold annual meeting, French Lick, Ind., Apr. 28, 29 


, 1950. 





Electric and Gas Utility Accountants begin conference, Louisville, Ky., 1950. 
Northwest Public Power Asso. begins convention, Spokane, Wash., 1950. 


@ 





Ind., 1950 


Indiana Electric Association begins Young Men’s Utility Conference, Indianapolis, 





| Electrochemical Society begins annual convention, Cleveland, Ohio, 1950. 
National Association of Broadcasters ends convention, Chicago, IIl., 1950. 





1950. 


American Institute of Electrical Engineers ends power conference, Pittsburgh, 


PB. 





soula, Mont., 1950. 


American Water Works Association, Montana Section, begins annual meeting, Mis- 





Florida-Georgia Association ends annual business conference, Palm Beach, Fla., 


1950. 





» May 1-4, 1950. 


wang of Commerce of the United States will hold annual meeting, Washington, 





Ohio Independent Telephone Association begins annual convention, Columbus, Ohio, 
0. 





Peunsylvania Electric Association begins accounting conference, Pittsburgh, Pa., 
1950. 


9 

















Ind., 1950. 








American Water Works Association, Indiana Section, begins annual meeting, Lafayette, 
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WILL THE NEW JERSEY PLAN WORK 


During an Era of Economic 
Change? 


ParT I 


Notice has recently been given to the New Jersey Board of 
Public Utility Commissioners that the New Jersey Power & 
Light Company desires to terminate its further operation under 
the so-called New Jersey Rate Adjustment Plan, adopted by 
agreement in 1944. This action should focus, once more, the 
attention of those interested in utility regulation on the problems 
which have arisen under actual operation of this interesting 
experiment in quasi automatic regulation. 


By J. RHOADS FOSTER* 


HE New Jersey Rate Adjustment 
Plan, hereafter called, simply, 
the plan, is essentially a method 
of rate regulation, developed in the 
belief, expressed by Mr. Justice Jack- 
son in Federal Power Commission v. 


*For personal note, see “Pages with the 
Editors.” 
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East Ohio Gas Co., that “diversity of 
experimentation in the field of regula- 
tion has values which centralization 
and uniformity destroy.” It established 
procedures to be expeditiously applied 
in adjustment of rates so that returns 
to the utility would be fair and reason- 
able but not excessive. It was intended 
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to provide an avenue of escape from 
the frequently time-consuming, costly, 
and uncertain experiences with rate 
case proceedings." 

The New Jersey Power & Light 
Company announced on March 3rd 
that it had notified the board of public 
utility commissioners of the state of 
New Jersey that it was exercising its 
right to discontinue the use of the plan 
as the means of regulating its charges 
for electricity, effective December 31, 


1949. 


y eemnge to the company’s state- 
ment, the actual earnings for two 
years have been below the basic return 
called for by the plan. In order to pro- 
vide its customers with a continually 
expanding system capable of caring for 
their growing requirements of elec- 
tricity, the claim was made that earn- 
ings should be increased without delay 
to a fair return, in order to continue 
to attract the necessary capital and to 
have funds available for paying the in- 
creased costs of doing business. 

The company contended that if the 
rate plan was to accomplish the objec- 
tive of preventing substantial rate in- 
creases during periods of low business 
activity that withdrawals from the 
stabilization reserve should cease and 
steps taken to build up the reserve now. 
The company also felt that the rate of 
return of 5.29 per cent earned under 
the plan in 1948 was too low to insure 
the company’s obtaining at favorable 
rates additional capital funds with 


1See Pustic Utiiities FortNnicHtty, Vol. 
XXXIII, No. 11, pages 663-685, May 25, 1944, 
for descriptions and analyses of the New Jer- 
sey Rate Adjustment Plan, and Re New Jer- 
sey Power & Light Co. (1944) 53 PUR NS 
— for the board’s order and the text of the 
plan. 
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which to continue its construction pro- 
gram. 

New Jersey Power & Light Com- 
pany applied to the board for approval 
of deviations from the plan, including 
approval of a general rate increase dur- 
ing 1949 (Docket No. 4496). The 
board denied the application in a de- 
cision dated January 4, 1950. It held, § 
in effect, that the process of revising 
the provisions of the plan should be | 
“orderly and always disassociated from 
the process of applying the methods 
promulgated in the plan.” 

The board of commissioners, how- | 
ever, said that 

If the company believes that any of 
the plan formulae do not produce fair 
and reasonable results because of 
changed circumstances or for other 
reasons, this board will give careful 
consideration to any revisions which 

the company may desire to propose J 

either as to the rate of return formula 

or other aspects of the plan. 


it was expected that the New Jersey 
plan would be revised whenever, 
because of changed circumstances or 
for any other reason, the results of its 
application cease to be fair and reason- 
able and in the public interest. Proce- 
dural facility is not within itself an 


appropriate end of utility regulation.’ 


Unless the administration of the plan | 
is approached in this spirit, its pro- 
visions will become rigid and inflexible 
and will fail to provide results fair to 
both investors and consumers. Surely, 
if it is impossible to adjust the for- | 
mulae to changes in economic condi- | 
tions, so that the results meet the eco- 
nomic tests of reasonableness, the rate 


2Pusric Utimities FortnicHtiy, Vol. 
XXXIII, No. 11, page 674, May 25, 1944; 
Vol. XXXVIII, No. 6, pages 352-360, Septem- 
ber 12, 1946. 
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adjustment plan as a regulatory method 
is not likely to survive. 

The present is therefore an appro- 
priate occasion for analysis of some of 
the principles and criteria which are 
relevant to a determination of fair and 
reasonable returns to utility enter- 
prises. Specific questions as to whether 
the rate of return, stabilizing reserve, 
or other provisions of the plan should 
now be revised, and as to the appro- 
priate forms of such revisions, are not 
here and now under discussion. 


Already Experienced Economic 
Change 


HE starting rate base established 

by the rate adjustment plan for 
the year 1944 was $16,900,000. Since 
adoption of the plan the level of prices 
has risen by 40 per cent.* The rate base 
of $16,900,000 may be assumed to 
have provided a fair return as of 1944, 
but, subject to the effects of subsequent 
retirements of plant, the $16,900,000 
is equal to $23,700,000 in terms of a 
dollar of current size and purchasing 
power. 

The rate base for the purposes of 
the plan is a modified “‘prudent invest- 
ment” rate base. The definition of “rate 
base” rejected the ideas (1) that the 


3 The 40 per cent is used to indicate that the 
price rise has been substantial, without regard 
to the relative significance, for the purpose of 
rate regulation, . oe (a) in prices of con- 
sumers’ goods, (b) in general construction 
costs, or (c) in the cost of constructing specific 
utility plant. 


e 


rate base should be limited to amounts 
originally invested by the person first 
devoting the existing property to the 
public service, and (2) that the ac- 
cumulated balance in the depreciation 
reserve should be in its entirety de- 
ducted in determining the rate base. It 
was recognized and understood that a 
prudent investment rate base does not 
represent either the cost of reproducing 
an identical plant or the cost of con- 
structing the most economical plant ca- 
pable of supplying the same service. 

The rate base forecast for 1950 is 
in excess of $35,500,000. The New 
Jersey Power & Light Company is en- 
gaged in a construction program in- 
volving expenditures totaling more 
than $23,000,000 over a 5-year period. 
These expenditures, which will double 
the rate base, are being made in largest 
part at the current high level of con- 
struction costs. All gross additions to 
used and useful plant, made since Janu- 
ary 1, 1944, have been added to the 
rate base and reflect whatever may have 
been the actual cost of construction. 
Similarly, the actual prudent cost to 
the company of plant which is no longer 
used and useful is deducted from the 
rate base. About $15,000,000 of the 
gross additions have been made at the 
levels of construction costs which pre- 
vailed in 1948 and 1949. 


_- that the rate of return 
provided by the plan formula cor- 
responds to the actually experienced 


be associated with the ‘fair value’ rule but they reflect pro- 


q “UNECONOMIC and inequitable results have been alleged to 


cedural limitations of the rule as construed, rather than any 
inherent invalidities of replacement cost as evidence in 
determination of a fair return.” 
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cost of the capital employed, there is 
no question of the ability of the com- 
pany to attract new and additional capi- 
tal on reasonable terms. At least this 
is true unless the treatment of the old 
investment is unfair and puts the new 
investment on notice that it may be 
unfairly treated in the future, thereby 
adding to investment risk and hazard. 

The return provided by the plan for 
the capital currently being invested is 
fair and reasonable, since it is meas- 
ured (a) by the amount of capital re- 
quired, expressed in dollars of current 
purchasing power, and (b) by a rate 
of return which corresponds to the 
current cost per dollar of the new and 
additional capital. 

The real question posed is whether 
the regulatory treatment of the old in- 
vestment under the plan continues to 
be fair and reasonable. 


Procedural Advantages and 
Disadvantages 


HE advantages of a regulatory 

method under which the rate base 
may be determined by reference to the 
books of accounts are largely proce- 
dural rather than economic or equi- 
table. 

On the other hand, the relative pro- 
cedural disadvantages of replacement 
cost less depreciation as the rate base 
or as evidence of “fair value,” while 
significant, have been much exagger- 
ated for the purposes of the attack on 
the Smyth v. Ames doctrine. The 
alleged administrative difficulties are 
generally of three categories. First, 
that the engineering estimates vary 
widely and are unreliable ; second, that 
even if the evidence were reliable, the 
result is unstable under the impact of 
changing conditions; and, third, that 
APR. 13, 1950 


the cost in time and expense is exces- 
sive.‘ 

Uneconomic and inequitable results 
have been alleged to be associated with 
the “fair value” rule but they reflect 
procedural limitations of the rule as 
construed, rather than any inherent in- 
validities of replacement cost as evi- 
dence in determination of a fair return. 
The disadvantages of recognition of 
changed economic conditions cannot 
be economic in character. They are 
procedural when they may be over- 
come by mere changes in procedures. 
To illustrate, the delays associated with 
the use of reproduction cost evidence 
have generated their own economic 
costs during a period of rapid economic 
change. Assuming the procedural time 
and cost to be the point of objection, 
these economic costs may be avoided or 
mitigated by recognition and use of 
other forms of evidence of the eco- 
nomic change, such as index numbers 
of price level and value of the dollar 
change. 


6 bes choice of method or formula 
of rate regulation, as such, should 
not operate to the disadvantage of a 
particular social group, whether con- 
sumers or investors. A method should 
not be selected because the results favor 


4 These administrative difficulties and disad- 
vantages inherent in the determination of re- 
production cost for large, complex properties 
have been alleged to be so serious that any 
process of rate regulation based upon the 
method will break down. Bauer, John and 
Gold, Nathanial, Public Utility Valuation for 
Purposes of Rate Control, Macmillan, 1934; 
Brief of Federal Power Commission, amicus 
curiae, Railroad Commission v. Pacific Gas & 
E. Co., in the Supreme Court of the United 
States, October term, 1937-1936 term, pages 
17-39, 302 US 388, 21 PUR NS 480. Brief for 
the United States, amicus curiae, Driscoll v. 
Edison Light & P. Co., in the Supreme Court 
of the United States, October term, 1938, pages 
29-56, 307 US 104, 28 PUR NS 65. 
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Equity v. Favoritism in Rate Procedure 


é¢ HE choice of method or formula of rate regulation, AS sUCH, 
should not operate to the disadvantage of a particular social group, 

whether consumers or investors. A method should not be selected because 

the results favor consumers as against investors or vice versa. What- 

ever the chosen method or formula of rate regulation, it influences the 

distribution of national income and will affect the risks of investment, 
the returns required by investors, and the cost of capital.” 





consumers as against investors or vice 


versa. Whatever the chosen method or 
formula of rate regulation, it influ- 
ences the distribution of national in- 
come and will affect the risks of in- 
vestment, the returns required by in- 
vestors, and the cost of capital. The 
regulatory procedures must be such as 
will recognize and reflect the facts of 
economic change, or they will have no 
appropriate and reasonable relation to 
regulatory ends which are in the whole 
public interest. 

Utility regulation, the making of 
business decisions, and the determina- 
tion of values cannot be reduced to an 
automatic process by which the correct 
decision can be made by reference to 
books of accounts. A sufficient warn- 
ing may be found in a well-known 
passage from the concurring opinion 
of Mr. Justice Jackson in the Hope 
Case: 


To make a fetish of mere accounting 
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is to shield from examination the 
deeper causes, forces, movements, and 
conditions which should govern rates. 

. If one cannot rely on accountancy 
accurately to disclose past or current 
conditions of a business, the fallacy of 
using it as a sole guide to future price 
policy ought to be apparent. However, 
our quest for certitude is so ardent that 
we pay an irrational reverence to a 
technique which uses symbols of cer- 
tainty, even though experience again 
and again warns us that they are delu- 
sive. 


Mr. Justice Clark repeated the warn- 
ing in delivering the opinion of the 
Supreme Court in United States v. 
Toronto, H. & B. Nav. Co.: 


Perhaps no warning has been more 
repeated than that the determination 
of value cannot be reduced to inexor- 
able rules . . . Original cost is well 
termed the “false standard of the past” 


Nat. 
S 193, 


5 Federal Power Commission v. Ho 
Gas Co. (1944), 320 US 591, 51 PUR 
224, note 40. 
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where, as here, present market value 
in no way reflects that cost.® 


— methodology and adminis- 
trative convenience become ends 
in themselves, the long-term public 
interests cease to be served. The search 
for exactitude becomes an end in itself 
if form is substituted for substance 
and if the results provided by admin- 
istrative formula are neither subject 
to change with changing conditions 
nor effectively subject to dispute by the 
interested parties. When nothing short 
of such an illusory certitude will suffice, 
regulation has lost its capacity to face 
the economic realities and of deciding 
the issues on their merits. The business- 
man has found it possible to exercise 
judgment in calculating economic ad- 
justments. The problem of making 
such adjustments for economic changes 
actually is one which every person must 
face in all the economic choices he 
makes. 

It is the end result which is subject 
to the appropriate criteria of reason- 
ableness and not merely the mechanics 
of reaching the determination. It is the 
annual return, and not either the rate 
base or the rate of return considered 
independently of each other, which is 
subject to the appropriate tests of rea- 
sonableness.’ The end result of a regu- 
latory determination must meet the 
test of fairness and practical effective- 
ness (in terms of dollars of return) 
under prevailing economic conditions. 
If the rate base were to be arbitrarily 
frozen, so as to exclude adjustment for 
change in the size of the dollar as the 
unit of measurement, the same “causes, 





6 US —, 70 SCt 217, 221 (decided 
December 12, 1949). 
7 Report on the plan, page 27. 


forces, movements, and conditions,” 
which otherwise would influence the 
rate base, are necessarily to be consid- 
ered in determining the fair rate of 
return. 


Fair Investment Value 


"Bhp in the price level and other 
economic changes must be recog- 
nized if the regulatory process is to 
provide fair and reasonable returns to 
investors in utility enterprises. The 
prices of risk capital are not controlled 
by governmental authority. Commit- 
ments of savings to public utilities and 
to competitive enterprises are not yet 
coerced. Investors make their choices 
in the light of the available alterna- 
tives; the prices of other goods and 
services, and the returns being earned 
elsewhere, establish these investment 
alternatives. The returns to utility en- 
terprises which are economically ade- 
quate to attract equity capital on rea- 
sonable terms can be determined only 
in the light of other prices and values 
and the returns elsewhere available to 
private enterprises. 

The economic measure of a fair and 
reasonable return on past investment 
in a regulated enterprise is thus the re- 
turns alternatively available at the time 
on past investments in other business 
undertakings which are attended by 
corresponding risks and uncertainties. 
Otherwise the credit of public utilities 
is affected adversely, and the past in- 
vestment treated unfairly. 

Such a return has a fair investment 
value. The investment value of any in- 
come-producing property is the prod- 
uct of (a) the prospective annual re- 
turn on capital, and (b) the rate at 
which the prospective return is capi- 
talized in an open and informed securi- 
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ties market. Although the regulatory 
commission can fix only the return, but 
not value, the final “end product” is 
whatever may be the investment value. 
This is merely another way of saying 
that investment value depends upon the 
amount of return and that a given re- 
turn subject to large risks is worth less 
than the same dollars of prospective 
return subject to small risks. 


HE dictum of the Supreme Court 

in the Hope Case was that “the 
return to the equity owner should be 
commensurate with returns on invest- 
ments in other enterprises having cor- 
responding risks.” Mr. Justice Doug- 
las did not spell out the meaning of this 
dictum. It may be construed, however, 
in the light of an assumption that the 
general policy of the American society 
is to maintain private enterprise in 
which investors are free to choose 
among their available alternatives. 
Subject to this premise, fair competi- 
tive value is the only rational concept 
of the value which should exist as the 
end result of the regulatory process.* 





8It may be obvious that such a concept of 
“fair value,” of what should be the “end prod- 
uct” of regulation, excludes any element of 
monopoly value arising out of possession of 
an exclusive privilege of supplying the utility 
service in the given market. Value in the sense 
of the compensation which would “make the 
owner whole” if his property were expropri- 
ated has never had any proper application for 
the purposes of rate regulation. 


WILL THE NEW JERSEY PLAN WORK? 


e 


The measure of a fair return on past 
equity investment is thus the return 
being earned on such past equity in- 
vestments in other businesses which 
are attended by corresponding risks. 


Aa distinction should be made 
between the legal concept of “fair 
value” as a rate base and “fair value” 
or “fair investment value” as the end 
result. 

To realize a fair investment value 
as an end result does not neces- 
sarily require that reproduction cost 
less depreciation be reflected in a fair 
value rate base. It does require that the 
allowed annual returns, the product of 
the rate base and rate of return in com- 
bination with each other, have a value 
which in the composite opinion of in- 
vestors is equal to the value of prospec- 
tive returns from alternative invest- 
ment opportunities of corresponding 
risks. 

To the extent, therefore, that change 
in the size of the investment dollar is 
not reflected in an original cost or pru- 
dent investment rate base, the adjust- 
ment may be made in the allowable rate 
of return. The form of such an adjust- 
ment for changed economic conditions 
is necessarily a rate of return which is 
high enough, in comparison with the 
current capitalization rate, that the 
capitalized value of the return is a 
“fair value.” 


“WHEN methodology and administrative convenience be- 

q come ends in themselves, the long-term public interests cease 
to be served. The search for exactitude becomes an end in 
itself if form is substituted for substance and if the results 
provided by administrative formula are neither subject to 
change with changing conditions nor effectively subject to 
dispute by the interested parties.” 
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Short-term Fluctuations 

oe of changed economic 

conditions, for the purposes of 
fair return determination, is appropri- 
ately limited to those changes which 
are relatively significant and perma- 
nent; no economic or administrative 
necessity exists for reflecting moder- 
ate or short-term economic changes in 
the “end result.” 

Administrative devices and formu- 
lae, however, may disregard mere 
fluctuations of prices and short-term 
economic changes. As a matter of 
fact, the conventional rate case method 
seldom functioned or was intended to 
function to provide such continuous 
earnings regulation, whether the ac- 
cepted rate base evidence be based on 
current costs or past cost, and even 
when revenue, expense, and investment 
have substantially changed. 

It may be apparent that unstable re- 
turns related to short-term fluctuations 
in prices would in fact be disadvan- 
tageous to consumers, investors, and 
the general public. The use of repro- 
duction cost at “spot prices,” if applied 
rigidly in a continuous regulation of 
earnings to reflect mere short-term 
fluctuations, would result in a rate base 
which would be constantly in a state 
of flux. 

The New Jersey plan thus was not 
intended to function so as to reflect in 
charges to consumers all day-to-day 
price changes and mere fluctuations of 
revenues and expenses. Instead, the 
prudent investment rate base, the 3- 
year average, the stabilizing reserve, 
and the sliding-scale adjustment of 
rates were introduced into the plan in 
order to mitigate what would other- 
wise be the disturbing effects of short- 
term fluctuations. 


Relatively Long-term Economic 
Changes 


HAT is true of mere fluctuations 

is not true, however, if the infla- 
tion is believed to be permanent; that 
is, where there is no expectation that 
prices will in fact return to their start- 
ing level, or if slow continued inflation 
is indicated as established public policy. 
There is no indication that the critics 
of reproduction cost have as yet given 
any consideration to the changes which 
have ‘actually taken place since the 
abandonment of the gold standard and 
the wartime inflation of the money 
supply and the subsequent, and in large 
part probably permanent, decline in the 
economic size of the dollar as the unit 
of measurement. 

This experienced change in the size 
of the dollar, the decline in exchange 
value or purchasing power, must ob- 
viously be recognized in rate regula- 
tion and appropriate adjustments made 
if the investment values of returns to 
utility enterprises are to be fair. And 
particularly, it is necessary for the 
regulatory process to make adjust- 
ments for the decline in the value of 
money, if new capital is to be attracted 
to public utilities without unfair dilu- 
tion of the values of the old invest- 
ments. Supplies of new capital, espe- 
cially equity capital, will not be forth- 
coming on reasonable terms unless in- 
vestors believe that the long-term 
prospect of earnings is equal to those 
of unregulated enterprises having simi- 
lar risks and hazards. Among competi- 
tive enterprises the prices of products 
naturally and freely adjust themselves, 
although perhaps with time lags, to the 
levels required to provide returns which 
are adequate in view of the cost of con- 
struction and the yields currently re- 
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quired by investors per dollar of capi- 
tal required to provide the productive 
capacity. 

These experienced economic changes 
are appropriately recognized in a “fair 
value” rate base. Thus, the majority of 
the Michigan commission in the recent 
Consumers Power Company Case 
(1950) 82 PUR NS 97, observed that 
the United States is “experiencing the 
most violent inflationary period of our 
national life” and that it is “incredible 
that fair value measured in 1949 dol- 
lars” would not be in excess of the 
original cost of property acquired and 
constructed over the past thirty-five 
years. 

The Supreme Court, however, has 
made it clear that the Constitution 
“does not bind rate-making bodies to 
the service of any single formula or 
combination of formulas.” A fair in- 
vestment value may be provided by the 
most feasible administrative method. 


Business Cycle Changes 


r may be expected that business re- 
cession and depression will be ex- 
perienced in the future, if not in the 
near future. Decline of business activ- 
ity, reduced demands for goods and 
services, and reduced incomes have 
been a normal phase of the business cy- 
cle. The severity of business depression 
may be mitigated by intelligent control 
but the problem is not as yet eliminated. 

If utilities do not now earn in excess 
of the average intended fair return, 
investors will not be compensated for 
the almost inevitable less than a fair 
return at other times. Utilities will not 
be able in the long run to earn the 
average intended fair return. Nothing 
will be available with which to fill in 
the business depression valleys. 


WILL THE NEW JERSEY PLAN WORK? 
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It would in fact be good public policy 
to provide now against the necessity 
of increasing rates during times of 
depression by allowing utilities to earn 
in excess of the average intended fair 
return. 

The stabilizing reserve was estab- 
lished by the plan® in view of the neces- 
sary assumption that business cycle 
fluctuations will continue: 

In the midst of a severe business 
depression it is unlikely that utility 
rates can be reduced (justly), but 
means ought to be devised to avoid 
raising rates. It is for this reason that 
the stabilizing reserve is an essential 
and protective feature of the plan. 

The reserve ought to be sufficient in 
amount to counteract the effects of any 
adverse business conditions which rea- 
sonably may be anticipated.!® 


The economic disadvantages of any 
past cost method result from its rigidi- 
ties. The now effective provisions of 
the plan make only a partial contribu- 
tion to the problem of relatively rigid 
utility rates—underpricing of utility 
services in periods of business pros- 
perity and the overpricing in periods 
of reduced business activity and lower 
general prices. If the reserve functions 
to accomplish its intended purpose, 
rate increases may be avoided in a busi- 
ness depression, but no basis is pro- 
vided for rate reductions in step with 
any general rise in the purchasing 
power of money. In a period of busi- 
ness prosperity, earnings in excess of 





®The function is to serve as a reservoir 
which, under specified conditions, receives 
earnings in excess of the basic return and from 
which there may be withdrawn amounts re- 
quired to make up deficiencies below the basic 
return. The “basic return” corresponds to the 
“average intended fair return” in rate regula- 
tion generally. 

10 Report on the plan, page 31. 
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the average intended fair return may 
go into the stabilizing reserve and be- 
come available to fill in the business 
depression valleys. The difficulty, how- 
ever, is that the stabilizing reserve may 
be substantially depleted, even when 
business is prosperous, before the slid- 
ing-scale arrangement would operate to 
increase the price of service. The re- 
serve thus might fail to accomplish its 
intended purpose. 


N the other hand, the use of cost 
of reproduction evidence in the 
conventional rate case procedure has 
not permitted a prompt adjustment to 
changed values. Increased economic 
costs result from the lags of the regu- 
latory process, both in periods of rising 
and in periods of falling prices. 

Rate adjustments were not made 
promptly to reflect reduced costs of 
production in the period following 
1930, when the business recession be- 
came an economic crisis of major pro- 
portions. The rate-making procedure 
required by established legal rules was 
complex and dilatory. Adjustments of 
utility rates and earnings were slow and 
uncertain in relation to the decline in 
purchasing power available to con- 
sumers and in relation to the earnings 
alternatively available to investors 
in unregulated enterprises. The rela- 
tively rigid prices of utility services, in 
relation to the substantial declines in 
the prices of other goods and services, 
undoubtedly made their contribution, 


even if only to a minor extent, to the 
severity and length of the depression.™ 
In periods of rising prices and gen- 
eral business prosperity, adjustments 
of rates upward often are delayed be- 
cause of the difficulties of the regula- 
tory process. The process of adjust- 
ment sometimes takes so long that it 
runs beyond the “prosperity stage” of 
the business cycle. As another alterna- 
tive, utilities applying for rate increases 
may follow the route which promises 
the most expeditious administrative 
action, without regard to the return 
which is actually fair and reasonable. 
When costs are rising rapidly, the in- 
come position of a utility enterprise 
may be better if it receives “half a loaf” 
in six months than if it waits eighteen 
months for what was estimated at the 
beginning to be a “whole loaf.” 
Utility services thus become rela- 
tively underpriced during periods of 
rising general prices and overpriced 
during periods of falling general prices. 


11 Nationally known economists testified be- 
fore the Wisconsin commission in 1932 in re- 
gard to the economic maladjustments which 
result in a general business depression from 
the relatively rigid prices of utility services. 
Parallel maladjustments result, in reversed 
form, from abnormal price relationships in a 
period of general business prosperity. 

See Re Wisconsin Teleph. Co. (2-U-35), 
PUR1932D 173, testimony of Professor Fred- 
erick C. Mills, May 13, 1932, pages 1083- 
1126; testimony of Professor Frank A. Fetter, 
May 16, 1932, pages 1156-1180; Professor 
Jacob Viner, May 16, 1932, pages 1195-1207; 
testimony of Professor William A. Paton, May 
17, 1932, pages 1313-1338; Professor James C. 
Bonbright, May 18, 1932, pages 1447-1491, 
1600-1646. 


(To be concluded in the next issue.) 





“THERE is a point in taxation beyond which government | cannot go 
without draining away the lifeblood of America’s economy.” 
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—Hersert R. O’Conor, 
U. S. Senator from Maryland. 
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Nationalization, a Partly 
Accomplished Fact 


Those who are concerned with the continuation of free enter- 

prise in the electric light and power business do not believe that 

the American people want a socialistic state. However, there 

is a very grave danger that they are having Socialism envelop 
them without their realizing it. 


By ELMER L. LINDSETH* 
PRESIDENT, EDISON ELECTRIC INSTITUTE 


HE most critical and urgent do- 
mestic problem America faces is 


the trend toward the socialistic 
state, with its planning and regulation 
of all phases of living. 

An increasing number of our fellow 
citizens have become alarmed at the 
ever-widening intervention and author- 
ity assumed by the government in the 
affairs of individual citizens and at the 
drift in America toward the socialistic 
state. 

This trend has become a menacing 
cloud which is casting an increasingly 
broader and blacker shadow over the 
country. We have seen the strong 
frontal attack presently being made by 
the exponents of socialization of the 
electric light and power industry. 
Alarming successes already have been 
scored. To cite a few examples: 

In 1933 Federal and municipal elec- 


*For additional personal notes, see “Pages 
with the Editors.” 
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tric light and power systems were serv- 
ing 2,200,000 customers, or 9 per cent 
of the nation’s total. 

Today they are serving 7,500,000 
customers, or 19 per cent of the total, 
with power costs heavily subsidized by 
the taxpayer, and preference clauses 
discriminating against electric cus- 
tomers who pay their own way. 

Up to 1930, the Federal government 
had built only 17 small hydroelectric 
plants, each of these as an adjunct to 
an irrigation dam. Total installed ca- 
pacity was 226,000 kilowatts. 

One of the Hoover Commission re- 
ports says that as of June 30, 1947, 
the Federal government had plants 
with a capacity of approximately 5,- 
000,000 kilowatts. It had additional 
plants under construction with a ca- 
pacity of 8,500,000 kilowatts. Con- 
struction authorized by Congress con- 
templates almost another 7,000,000 
kilowatts. 
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Thus in 1960 the Federal govern- 
ment will have in operation 172 plants 
with a capacity of about 20,000,000 
kilowatts. 


I* 1932—eighteen years ago—the 
electric companies served 94 per 
cent of the electric utility business of 
the country. 

Today, owing to the invasion of this 
field by the Federal government, the 
electric companies serve about 85 per 
cent of the business. 

The Federal government, as we all 
know, has usurped this business 
through competition based on dis- 
criminatory taxation and other finan- 
cial devices. 

The electric companies are gravely 
concerned by these maneuvers. We be- 
lieve all citizens should be. 

It is plainly contrary to sound prin- 
ciples of economics and democratic 
government that taxes collected from 
our self-supporting electric companies 
be used to help support competing, 
government-owned electric systems 
which are largely tax-exempt, and 
which, in addition, are subsidized out 
of taxes collected from the public. 

It likewise is plain that the Ameri- 
can system of freedom of enterprise 
cannot survive indefinitely under a 
régime which divides a major basic in- 
dustry into two parts: One part that 
is taxed, and the other part that is tax 
subsidized. The Federal government 
today is taking as taxes over 11 per 
cent of the total revenues which the 
electric companies receive from the 
sale of electricity. These are Federal 
taxes only. But the government power 
systems pay no Federal taxes. This 
differential of 11 per cent shows there 
is no magic in the government’s claim 


that it can produce and sell power at 
lower prices than the electric compa- 
nies. Nevertheless, this claim — re- 
peated over and over by government 
power propagandists—results in un- 
just, adverse criticism of the compa- 
nies’ rates. 

There is no denying that the propa- 
ganda, claiming the government proj- 
ects supply power cheaper, is harmful 
to the companies. It is harmful even 
though the government actually does 
not supply power cheaper, with all tax 
exemptions, tax subsidies, and account- 
ing practices measured. The fact is 
that government power rates are sub- 
sidized by the taxpayers. Aside from 
paying no Federal taxes, and generally 
little or no local taxes, the government 
power projects pay no interest what- 
ever in some cases, and only partial 
interest in other cases. In addition, the 
allocations of total cost of multiple- 
purpose projects charged to power pro- 
duction are open to question. 


W: in the electric light and power 
business do not believe that the 


American people want a socialistic 
state. However, there is a very grave 
danger that they are having Socialism 
envelop them without their realizing it. 
Federal power agencies are now be- 
coming very active in New England. 
A political conference designed, among 
other things, to promise New England 
great benefits from Federal hydroelec- 
tric power, was scheduled for Boston 
in the fall of 1949, but has been post- 
poned indefinitely. 

C. Girard Davidson, Assistant Sec- 
retary of the Interior, said recently: 
“We in the Interior Department be- 
lieve the waters of New England, 
which are now largely unharnessed 


APR. 13, 1950 476 





-_ ma a2 8 2 - 88 & 


eal —— ee 





er at 
npa- 
— re- 
nent 

un- 
npa- 


pa- 
roj- 
aful 
ven 
loes 


int- 
> is 
ub- 
om 
lly 
ent 
at- 
‘ial 

the 

le- 


er 
he 


‘ic 


= 












and flow unused into the sea, should be 
put to work for the benefit of the peo- 
ple of New England .. .” Ignoring 
the tremendous expansion program of 
the electric utility industry, Davidson 
then went on to warn of forthcoming 
power shortages in the United States. 
This, of course, is a familiar “scare” 
tactic of government power propo- 
nents. 

However, Assistant Secretary 
Davidson’s assertions have been con- 
tradicted flatly by experts in the field 
living in New England. Private expan- 
sion already has given New England 
ample power capacity, with plenty of 
reserve. During October these experts 
told a Massachusetts legislative com- 
mittee, which has been investigating 
the facts, that virtually all the hydro- 
electric power available on an eco- 
nomically sound basis in Massachusetts 
already has been developed. A repre- 
sentative of the Army Engineers said 
that only an “insignificant’’ amount of 
hydroelectric power could be developed 
in Massachusetts in addition to what 
already is being produced. The chief 
engineer of the state planning board 
said he did not know of any further 
rivers or streams in Massachusetts 
which could be developed profitably. 
The wildest estimate of the hydro po- 
tential in New England has come from 
the Federal Power Commission, which 
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declared in a memorandum to Congress 
that 3,000,000 kilowatts of hydro were 
available in the area. The New Eng- 
land Council has estimated at 400,000 
kilowatts the total it is feasible to 
develop. 


Shave same trends which are taking 
place in the utility industry are 
present in many other industries and 
businesses. The Federal government is 
directly competing with its own citi- 
zens in many cases. 

I have emphasized the extent of 
Federal intervention in the electric 
power field only because I am more 
familiar with it. It must not be for- 
gotten, however, how extensively the 
government has wedged its way into 
many functions hitherto performed 
largely by private enterprise. The 
Hoover report pointed out that the 
Federal government owns, or is finan- 
cially interested in, about 100 impor- 
tant business enterprises. It is by far 
the nation’s largest lending agency, the 
biggest writer of life insurance poli- 
cies, the largest landlord, and the great- 
est purchaser of agricultural commodi- 
ties. In addition, the government is art 
extremely important factor in medical 
care, synthetic rubber, hotels, forestry, 
chemicals, retail stores, shipbuilding, 
and petroleum production—to name 
only a few categories. 


per cent of the total revenues which the electric companies 


q “Tue Federal government today is taking as taxes over 11 


receive from the sale of electricity. These are Federal taxes 
only. But the government power systems pay no Federal 
taxes. This differential of 11 per cent shows there is no magic . 
in the government's claim that it can produce and sell power 
at lower prices than the electric companies.” 
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This degree of socialization is an 
accomplished fact. But we hope that 
by exposing the facts to light, we can 
stem, and then reverse, this tide. We 
have found some reason for hope. Re- 
cent research by Central Surveys 
showed that three of every five persons 
questioned among opinion-forming 
groups, who thought the trend toward 
greater government influence was pro- 
nounced, regarded this trend as harm- 
ful and believed it would affect them 
adversely. 

This growing awareness of the prob- 
lem is encouraging. But there is little 
encouragement in the fact that rela- 
tively few of the persons questioned 
had done anything to oppose the trend. 
Only one in seven could recall any spe- 
cific activities in which he had engaged 
to stem the tide. But two in every five 
did say “they want to work against 
this trend, but don’t know exactly what 
to do.” Two in every five don't know 
what they can do! So there is reason 
for hope that effective and sensible op- 
position can be marshaled against un- 
desirable trends. Yet large numbers of 
people—and remember these are opin- 
ion-forming people—still need not only 
to be convinced of the existence of the 
problem and of the need to do some- 
thing about it—but also to be told just 
what they can do. 


b ign what can one man do to help 
stem this tide of federalization of 
the national life? Not necessarily a per- 
son in our industry. Just anyone, any- 
where. A teacher, a housewife, a fore- 
man, a farmer, a businessman, or a 
doctor. I should like to review a list 
of specific ideas—a “do” list. The ideas 
are not original with me; they reflect 
the experience of many people who 
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have been earnestly concerned about 
these threats to liberty, and who have 
been doing something about them. 

The people who are pushing the 
ideas which will lead us inevitably to 
a socialistic state have a fanatical fer- 
vor. They believe theirs is the only true 
economic and political gospel, and they 
are fanatically striving to force it on 
the unbelievers. Many of these evan- 
gelists are in the government. There 
they are free to spend their full time 
working on their schemes. By contrast, 
most of us businessmen devote but a 
pitifully small share of our time to 
combating their propaganda. To do an 
effective job, we must match the fervor 
and the endeavor of the nationalizers. 
We must have the will to win. As L. 
R. Boulware, vice president of General 
Electric, has said, “We must be born 
again.” 

Once we are dedicated to work for 
freedom, and have faith that our efforts 
can be productive, once we have re- 
solved that we can help and will help, 
what specific steps can we take? 

First, we have got to get informed. 
We must educate ourselves on the 
ideals, economics, and advantages of 
the American system. 

In plain English, we must know 
what we’re talking about. 

Unfortunately, this isn’t quite as 
simple as it sounds. 

Too few of us businessmen know— 
much less are able to express clearly 
to others—the simple fundamentals of 
our free American economic and politi- 
cal system, its virtues, and its values. 

Let’s ask ourselves, can we simply 
and effectively explain: (1) The func- 
tion of savings and investment in pro- 
viding the tools which multiply the 
productivity of labor? 
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Results of Public Opinion Survey 


4 FX seks survey by Opinion Research disclosed that 83 per cent of 

employees who were uninformed about the benefits of the Amer- 

ican economic system, were wholly or partially in favor of government 

domination of business and the national life. Only 17 per cent believed 

in anything like what we call free enterprise. But among well-informed 

employees, 75 per cent upheld free enterprise. Only 25 per cent could 
be classed as partial or extreme collectivists.” 





(2) The benefits of incentives and 
competition, as contrasted with the re- 
pressive effects of government plan- 
ning and bureaucratic control ? 

(3) How only under the capitalistic 
system real wages will be increased ? 


| preety the nationalizers 
often know a great deal more about 
the American economic system than 
the exponents and advocates of free 
enterprise. It isn’t easy to suggest how 
to broaden your knowledge, but a few 
obvious methods can be pointed out. 
These include constant study of all 
phases of the subject, firsthand obser- 
vation of the effects socialistic meas- 
ures have had on various industries al- 
ready, and discussion with other per- 
sons who are affected and concerned. 
I might also add that as in all educa- 
tion, the process of learning this sub- 
ject must be a continuous one. There 
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can never be an end to it and you can 
never know too much. 

A well-rounded study of the Ameri- 
can system leads to the conclusion 
which is the second of the suggestions 
for an individual who wants to help in 
this struggle. It is this: 

We must recognize that many pro- 
posals for reforming the American 
economy stem from real human prob- 
lems. 

Sumner Slichter, of the Harvard 
Graduate School, in an analysis of the 
lack of confidence in business which 
is expressed in many quarters, said : “It 
is true that many proposals for reform- 
ing the economy are ill considered and 
impracticable. This does not mean, 
however, that the proposals do not 
spring from real problems . : . Cer- 
tainly business cannot be expected to 
have influence in the future unless it 
shows awareness of the problems con- 
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fronting employees, farmers, and con- 
sumers, and unless it is willing to offer 
constructive proposals for dealing with 
these problems.” 

As a corollary to Professor Slich- 
ter’s remarks, we should recognize that 
government always tends to fill any 
void left by private enterprise. If there 
is a strong demand for something, and 
business fails to meet the demand, gov- 
ernment will step in. 


USINESS has suffered because it has 
not maintained the full confidence 

of the public. One way to gain more 
confidence is to refrain from an ostrich- 
like attitude toward the legitimate 
needs of the people for security, op- 
portunity, and progress. Recognition 
that problems exist must be followed 
by action, which leads to my third 
point: We must work for right things, 
not merely against wrong things. There 
is a political maxim, “You can’t beat 
somebody with nobody.” Neither can 
we beat something with nothing. We 
are not going to blunt the edge of col- 
lectivism by merely railing against it. 
Nor are we going to accomplish much 
by trying to stand pat, trying to defend 
our present system as perfect. As al- 
ways, a good offense is the best defense. 
Just what are we businessmen work- 
ing for? Isn’t it an expanding economy 
of freedom, opportunity, and competi- 
tion? Isn’t it an ever-rising standard 
of living achieved through ever increas- 
ing the tools and skills of productivity ? 
Isn’t it the security and independence 
that come with freedom, as contrasted 
with the slavery of collectivism, in 
business and industry, in the profes- 
sions, or in any other walk of life? 
We can be for change. We can con- 
cede that the American economic sys- 
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tem should be and will be improved. 
Wecan be for every good thing already 
here, and yet to come. And we can hon- 
estly promise to preserve the good we 
have, and promise to make it even bet- 
ter. James H. McGraw, Jr., president 
of McGraw-Hill, put the problem this 
way: “The public must learn that 
Socialism is reactionary, that it is the 
oldest fraud in history, that only free- 
dom is new and progressive. I believe 
we can win public support for a positive 
program. I believe that such a program 
is in the public interest. I believe that 
we cannot stand still and survive as 
free industry .. .” 


Heres determined what we stand 
for and how we are going to pro- 
ceed, we must get our story across. 
The fourth point, therefore, is this: 
We must spread the story of the su- 
periority of the American system, in 
terms everyone can understand and 
accept. 

Each of us must do this, out of his 
own experience, in his own way, in 
terms of how it affects the lives of his 
listeners. It is a compelling story we 
have to tell—a story we can be proud 
of. Someone has called it “the greatest 
untold story.” The facts of this story 
we have all around us. What each of 
us has to do is to weave these facts 
into a simple, straightforward, cohe- 
sive message. 

One point is important. Communi- 
cation in this field is abstract, difficult, 
and largely undeveloped. 

But let’s tell this story to our em- 
ployees, to our customers, our neigh- 
bors, our friends. Let’s tell it to all who 
will listen. Let’s reconvert those who 
have been proselyted by our enemies. 

Numerous surveys have demon- 
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strated the value of telling employees 
of business and industry the story of 
how the American business system 
benefits the nation. No other field is as 
fertile and productive. Many are sow- 
ing the good seed in this field. Every- 
one should. Employees of business and 
industry want the truth. Once they have 
it, they can be extremely potent sales- 
men of free enterprise. 

A recent survey by Opinion Re- 
search disclosed that 83 per cent of 
employees who were uninformed about 
the benefits of the American economic 
system, were wholly or partially in 
favor of government domination of 
business and the national life. Only 17 
per cent believed in anything like what 
we call free enterprise. But among well- 
informed employees, 75 per cent upheld 
free enterprise. Only 25 per cent could 
be classed as partial or extreme col- 
lectivists. 


HE media for getting “the word” 

to employees are familiar—em- 
ployee publications, meetings, letters, 
foreman meetings, employee education 
programs, and various other avenues 
of communication. But the techniques 
of using these avenues are not easy, 
or well developed. This is not a criti- 
cism. Rather it is a challenge to do a 
job as yet undone. Other opportunities 
exist in our daily personal contacts 
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with people who are not yet as steamed 
up over the situation as they ought to 
be. Especially, let’s tell it to the youth 
of the country. Then there are numer- 
ous organizations, from churches to 
luncheon clubs, where discussion of 
current problems is encouraged. Let’s 
avail ourselves of every opportunity to 
tell them the story. It may not be easy 
to bring yourself to do this. And many 
of your associates may feel unsure 
about taking on the task. But urge them 
to do it. They soon will find they enjoy 
telling people the story, and the listen- 
ers are grateful for the information 
they receive. 

Telling the story is one kind of ac- 
tion we can take. There is another 
which can be summed up in my fifth 
suggestion: We must take a more alert 
personal interest in government, and 
implement our interest by personal ac- 
tion. It isn’t enough to learn and spread 
the story of sound economics. To put 
an informed public opinion to work, we 
must impress our opinions on govern- 
ment at all levels, from the school board 
to the White House. It is usually not 
possible to participate in government 
to the extent of running for office, but 
we can appear before legislative com- 
mittees, and accept appointment to ad- 
ministrative jobs. 

Before Congress or any other legis- 
lative body votes on any measure affect- 
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ing public confidence is the fact that some businessmen are 


q “ONE of the most difficult aspects of this problem of deserv- 


guilty of the same dereiictions they criticize in others. Some 
of them also have the ‘gimmies.’ The moral is obvious. Busi- 
nessmen must stop acquiescing in government intervention 
which doesn’t seem to directly concern them. They will have 
to quit taking a handout from Uncle Sam with one hand, 
while they take @ POKE AT BUREAUCRATS with the other.” 
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ing our American economic system, we 
can act singly and through organiza- 
tions to let our representatives know 
how we think and where we stand on it. 

Unfortunately, the phrase “write 
your Congressman” has been bandied 
about so much that too few people with 
our economic leanings take the trouble 
to write their Congressmen. But it’s 
still a sound idea—and an important 
one. Congressmen report that the bulk 
of their mail comprises letters asking 
for this, or protesting against that. Not 
many “thank you” notes come in. 
When a Congressman votes the way 
we think he ought to, let him know we 
appreciate it. 


ee: No. 1 control of the philosophy 
of something-for-nothing is the 
control of governmental expenditures. 
So, if there is one kind of legislation 
to which we all must pay the closest 
attention, it is that which makes possi- 
ble the needless spending by the govern- 
ment. American businessmen, who 
have demonstrated to the world that 
salesmanship is one of our higher arts, 
can find no better use for their talents 
than in selling the idea of economy and 
reduction of spending by government. 

My sixth and final point overlays all 
the other suggestions and is partly de- 
pendent on them. We must truly de- 
serve the confidence of the people. We 
are all aware of the decline in prestige 
of American business leaders. Gwilym 
A. Price, president of the Westing- 
house Electric Corporation, has said 
that “American business is now operat- 
ing in a climate so hostile to enterprise 
that it is unable to obtain its capital 
requirements from the public.” If we 
are to change this situation it will re- 
quire a major effort on the part of all 


of us. Of course there is no substitute 
for performance. Before we can expect 
that the people at large will have full 
faith in business, we must be sure that 
we are running our own businesses so 
well, with proper regard for the public 
interest, that we deserve such confi- 
dence. We also owe it to ourselves as 
businessmen to let the public know the 
value of our performance. This calls 
for alert and expert public relations. 
It means being a good neighbor—and 
letting the public know we are one. To 
change metaphors, you can’t polish a 
rotten apple, but you can take the wrap- 
ping off a sound one. 

One of the most difficult aspects of 
this problem of deserving public confi- 
dence is the fact that some business- 
men are guilty of the same derelictions 
they criticize in others. Some of them 
also have the “gimmies.”” The moral is 
obvious. Businessmen must stop acqui- 
escing in government intervention 
which doesn’t seem to directly concern 
them. They will have to quit taking a 
handout from Uncle Sam with one 
hand, while they take a poke at bureau- 
crats with the other. 

These then are the essentials of the 
program which—as I’ve said—have 
been developed from the experience 
and suggestions of many. 


ls we have to get informed. We 
must educate ourselves on the eco- 
nomics of the American system. 

2nd, we must recognize that many 
proposals for reforming the American 
economy stem from real problems. 

3rd, we must be for right things, 
not merely against wrong things. 

4th, we must spread the story of the 
American system, in terms everyone 
can understand and accept. 
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Sth, we must take a more alert per- 
sonal interest in government, and im- 
plement our interest by personal action. 

And 6th, we must truly deserve the 
confidence of the people. 

You, no doubt, have further ideas. I 
would welcome them, and I hope you 
will write me any ideas I can add. I 
want to do the best job I can in carry- 
ing this story to others. 

One thing above all others is vital. 
Any effort to preserve “Our Way,” or 
“Free Enterprise,” or “Freedom,” is 
of no importance if its objective is only 
to save “our’’ business, or “our’’ jobs, 
from nationalization, whether “our” 
business is railroads, or steel, or medi- 
cine, or electric power. Saving a busi- 
ness—any business—from nationaliza- 
tion 1s important only because saving 
it helps to preserve freedom for 
every American citizen. If we plead 
what seems to be our special interests, 
we will surely fail. This is true of the 
railroads, or doctors, or steelmakers, 
or bankers, or insurance men, or any 
other group whose particular field of 
business is being invaded by govern- 
ment and is being nationalized by 
stages. We will get support from the 
man in the street only when we show 
him that after all it is he who is being 
hurt and unfairly treated. Not until we 
show him that it is his savings and his 
children’s future savings that are today 
being taxed away from him will he be 
on “our” side—which is in reality “his” 
side—in this fight for a free America. 

A quarter-century ago the late Carl 
D. Thompson, organizer and leader of 
the Public Ownership League of Amer- 


ica, issued this manifesto : “The move- 
ment for public super power becomes 
the most vital phase of the public own- 
ership movement. The control of elec- 
tric power . . . will obviously carry with 
it the control of the industries of the 
nation, the control of transportation, 
of mining, and agriculture . . . It will 
also dominate and determine very 
largely the domestic life of the peo- 
ple. . . Electric power is the key to the 
coming civilization . . .” 


AX who believe in preserving the 
American Way of Life and Free- 
dom of Enterprise cannot let this key 
to freedom be wrested from them. 

That would be bad, not because it is 
bad for those in the electric business, 
but because it is bad for the people who 
place dependence on our business, 
whether they be consumers, workers, 
or investors. It is not “our” ox that is 
being gored—it is theirs. And it is up 
to us to make them see it. The electric 
light and power business — large 
though it is—is small in the world 
scheme of things. But we in this busi- 
ness know we have a far greater obliga- 
tion than just to save our business 
from socialization. It is our obligation 
to devote the best we have in us to help 
save our customers, our employees, our 
communities, and our nation from the 
menace of expanding socialization. 

And it will only be when we as indi- 
viduals get the aid of a host of other 
individuals that we can win this strug- 
gle which seems to be our particular 
struggle but which in reality is as im- 
portantly theirs. 
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The March of the Gas 


Transmission Lines 


An account of the postwar expansion program of 
the natural gas industry. Comparative cost analysis 
of natural gas, coal, and fuel oil enters into this dis- 
cussion of the major réle the pipeline must play in the 
nation’s fuel economy of the future. 


By LOUIS J. ZITNIK* 


URING the 5-year period 1948- 
D 1952 inclusive, it is estimated 

that the natural gas industry 
will spend $1,750,000,000 on new 
transmission facilities. The total post- 
war expansion program of this indus- 
try will more than double interstate 
transportation of natural gas. 

As of January 1, 1946, the thirteen 
major natural gas transporters had an 
aggregate daily delivery capacity of 
4,340,000 thousand cubic feet of gas. 
In the twenty-seven months prior to 
April 1, 1948, these thirteen systems, 
together with five new pipe-line com- 
panies, filed applications with the Fed- 
eral Power Commission for certificates 
to construct and operate transmission 
facilities which would have a delivery 
capacity of 6,223,500 thousand cubic 





*For personal note, see “Pages with the 
Editors.” 


feet. This increase in capacity included 
the Big and Little Inch pipe-line sys- 
tem with a capacity of 433,000 thou- 
sand cubic feet daily which was sold 
by the government to Texas Eastern 
Transmission Company in 1947. The 
other four new pipe-line companies are 
Transcontinental Gas Pipe Line Cor- 
poration, Trunkline Gas Supply Com- 
pany, Michigan-Wisconsin Pipe Line 
Company, and Atlantic Gulf Gas Com- 
pany. Applications approved in the fis- 
cal year ending June 30, 1949, will in- 
crease transmission capacity by almost 
2 billion cubic feet. These included 
several applications not pending on 
April 1, 1948. 


we the over-all expansion pro- 

gram includes new capacity in 
virtually every section of the country, 
certain developments are of special in- 
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terest. For example, Tennessee Gas 
Transmission pioneered in the trans- 
mission of natural gas from Texas and 
Louisiana in 1944, Tennessee is now 
expanding the system to Buffalo, New 
York, and has requested permission to 
extend the system into New England. 
Texas Eastern initiated the first nat- 
ural gas deliveries to the New York 
city area in August, 1949. Transcon- 
tinental is building a 1,840-mile pipe- 
line from Texas through the south- 
eastern states to New York, the longest 
and costliest natural gas line in the 
world. A natural gas line from Texas 
to California was completed in 1947, 
which brought Texas natural gas to 
California for the first time. The 
Michigan-Wisconsin pipe-line project 
brings natural gas to various markets 
in Wisconsin for the first time. 
Considering the magnitude of this 
expansion, certain questions come to 
mind: (1) Are sufficient gas reserves 
available to supply the requirements of 
these new transmission lines? (2) Is 
there duplication of needed capacity? 
(3) Does the longer-term demand 
warrant this expansion or is it only 
temporary? (4) Will natural gas pipe- 
line construction at the present price 
level require increased costs of natural 
gas for local distributing utilities? 
The study of natural gas reserves is 
a separate field in itself, but suffice it to 
say that while the ratio of 1948 oil and 
condensate reserves to production was 
only 12.1 to 1, the ratio of natural gas 
reserves to production was 31.3 to 1. 
Furthermore, it should be pointed out 
that the Federal Power Commission 
must be convinced that ample gas re- 
serves are available for approximately 
twenty years’ requirements before a 
certificate is granted for construction. 
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HE FPC also prevents needless 

duplication of capacity by insist- 
ing that an applicant prove that there 
is an effective demand for the natural 
gas to be transported. In most in- 
stances, the applicant can prove that 
distributing utilities have contracted to 
purchase 90 to 100 per cent of all gas 
to be transported. In fact, many dis- 
tributing utilities, particularly in the 
Appalachian area, have intervened in 
FPC hearings asking that the trans- 
porting concerns be forced to give their 
respective utilities more natural gas 
rather than add new customers. 

The current shortage of natural gas 
has stemmed from an increased de- 
mand by all types of consumers. 
Mounting demands for residential 
space heating have presented a difficult 
problem in the Appalachian and mid- 
west areas during the winter season 
and have necessitated temporary re- 
strictions upon additional installations 
of space-heating equipment. A major 
portion of the deliveries to industrial 
customers are on an “interruptible 
basis” and such deliveries are sus- 
pended during periods of peak demand. 
Table II, page 487, shows the growth 
in net marketed production in the past 
eleven years. The reasons for the 
growth and the current unprecedented 
demand for natural gas lie in the com- 
petitive advantages which natural gas 
has over other fuels. 

Natural gas is favored as a fuel for 
several reasons, including cleanliness, 
convenience, and ease with which it 
may be used (no storage problem for 
consumer), uniformity of operation, 
and price. The latter is undoubtedly a 
most important consideration where 
natural gas may be readily substituted 
for other fuels such as coal and fuel oil. 
APR. 13, 1950 
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feet. This increase in capacity included 
the Big and Little Inch pipe-line sys- 
tem with a capacity of 433,000 thou- 
sand cubic feet daily which was sold 
by the government to Texas Eastern 
Transmission Company in 1947, The 
other four new pipe-line companies are 
Transcontinental Gas Pipe Line Cor- 
poration, Trunkline Gas Supply Com- 
pany, Michigan-Wisconsin Pipe Line 
Company, and Atlantic Gulf Gas Com- 
pany. Applications approved in the fis- 
cal year ending June 30, 1949, will in- 
crease transmission capacity by almost 
2 billion cubic feet. These included 
several applications not pending on 
April 1, 1948. 


HILE the over-all expansion pro- 
gram includes new capacity in 
virtually every section of the country, 
certain developments are of special in- 
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HE FPC also prevents needless 

duplication of capacity by insist- 
ing that an applicant prove that there 
is an effective demand for the natural 
gas to be transported. In most in- 
stances, the applicant can prove that 
distributing utilities have contracted to 
purchase 90 to 100 per cent of all gas 
to be transported. In fact, many dis- 
tributing utilities, particularly in the 
Appalachian area, have intervened in 
FPC hearings asking that the trans- 
porting concerns be forced to give their 
respective utilities more natural gas 
rather than add new customers. 

The current shortage of natural gas 
has stemmed from an increased de- 
mand by all types of consumers. 
Mounting demands for residential 
space heating have presented a difficult 
problem in the Appalachian and mid- 
west areas during the winter season 
and have necessitated temporary re- 
strictions upon additional installations 
of space-heating equipment. A major 
portion of the deliveries to industrial 
customers are on an “interruptible 
basis” and such deliveries are sus- 
pended during periods of peak demand. 
Table II, page 487, shows the growth 
in net marketed production in the past 
eleven years. The reasons for the 
growth and the current unprecedented 
demand for natural gas lie in the com- 
petitive advantages which natural gas 
has over other fuels. 

Natural gas is favored as a fuel for 
several reasons, including cleanliness, 
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consumer), uniformity of operation, 
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natural gas may be readily substituted 
for other fuels such as coal and fuel oil. 
APR. 13, 1950 





PUBLIC UTILITIES FORTNIGHTLY 


Tl is not an easy matter, however, to 
compute the average price of nat- 
ural gas for comparative purposes be- 
cause natural gas deliveries and rates of 
distributing utilities vary to commer- 
cial, residential, and industrial cus- 
tomers within a single system and also 
vary by distributing utilities, depend- 
ing upon proximity to source of supply 
and many other intricate considera- 
tions. In 1948, for example, deliveries 
to industrial consumers accounted for 
57 per cent of total natural gas sales, 
deliveries to residential consumers 29 
per cent, and 10 per cent to commercial 
customers. Revenues of natural gas 
utilities by customers were 53 per cent 
from residential, 32 per cent from in- 
dustrial, and 13 per cent commercial. 

While it is impossible to find a mean- 
ingful price average for natural gas 
which can be compared with price aver- 


ages of competing fuels as an exact 
guide, it is possible to generalize as to 
the trend of these prices and their dif- 
ferences. In Table I, shown below, cost 
(year end) of coal and oil was com- 
puted on a weighted average basis, as 
related to the volume of gas sold in 
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tCourtesy Panhandle Eastern Pipe Line. 
Statistics cover wholesale fuel costs in its 
territory. 
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each of the several districts served by 
Panhandle Eastern Pipe Line. Pan- 
handle sells natural gas at wholesale to 
utilities in Missouri, Illinois, Indiana, 
Ohio, and Michigan. It should be noted 
that this territory is in close proximity 
to some of the nation’s greatest coal 
deposits. 

In Table I, it will be noted that the 
wholesale cost of coal increased 125 
per cent from year end 1938 to year 
end 1948, fuel oil increased 116 per 
cent, while the cost of natural gas de- 
creased by 32 per cent. At year end 
1948, the per heat unit cost of coal was 
90.5 per cent higher than natural gas, 
while fuel oil costs were 187 per cent 
higher. The index of wholesale prices 
of fuel and electricity of the Bureau of 
Labor Statistics shows a similar pat- 
tern, though not as extreme, but this 
index combines manufactured, mixed, 
and natural gas. 


HAT has caused the differences 

in the cost of the fuels over the 
last decade and will the present cost 
relationships between the fuels be con- 
tinued? Rising labor costs have been 
the major factor in the increased cost 
of coal. In view of the high labor cost 
in the coal industry and the strength of 
the labor unions, it is logical to expect 
no important reductions in the price of 
coal over the longer term. In fact, 
higher prices would appear to be more 
logical. 

The factors causing the increase in 
the cost of crude oil are complex and 
the permanency of the present quota- 
tions is indeed a moot point. It will be 
noted that while fuel oil prices declined 
and then firmed since year end 1948, 
no major downward price adjustments 
were in evidence for average and 
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higher grades of crude oil. It would 
appear that the trend of deeper drilling 
for new production and the higher 
drilling costs per foot will preclude any 
return to prewar crude oil prices. New 
techniques will also lessen the quantity 
of fuel oil produced from a barrel of 
crude. On the demand side of the 
ledger, the trend of fuel oil consump- 
tion has been sharply upward despite 
higher prices. Thus, fuel oil prices 
should continue at or above present 
levels over the longer term. 

Natural gas purchased for long-dis- 
tance transmission constitutes only a 
minor portion of the transporter’s total 
costs. The delivery cost of natural gas 
increases in close proportion to the 
length of the transmission line of any 
given size and any discussion of costs 
must necessarily consider this length 
factor. Data submitted to the Federal 
Power Commission proved that fixed 
charges for “depreciation, taxes, and 
return” account for 80 to 90 per cent 
of the total cost of transporting nat- 
ural gas. Thus, it can readily be seen 
that an increase in the price of natural 
gas by as much as 100 per cent would 
only increase the cost of natural gas 
to distributing utilities by 10 to 20 per 
cent at the very most. 


r is true that natural gas transporters 
are not immune to the higher costs 
of construction but they have sought to 
reduce unit costs by the installation of 
larger diameter pipe. Natural gas can 
be transported about 35 per cent more 
economically through a 24-inch pipe- 
line than through a 16-inch line. The 
cost advantage is more pronounced 
with larger diameter pipelines. Where- 
as 16-inch lines were considered as 
large a decade ago, 24-, 26-, and 30- 
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inch lines are now commonly used for 
new construction. Pacific Gas and Elec- 
tric is currently constructing a 34-inch 
pipeline from Topack, Arizona, to the 
San Francisco bay area. 

During the past few years natural 
gas transporters have almost universal- 
ly adopted the practice of selling large 
volumes of gas to industrial customers 
at special low rates on an interruptible 
basis, which may be curtailed when- 
ever total demands upon the system ex- 
ceed the delivery capacity. This is the 
situation during the winter months 
when the domestic home-heating de- 
mand reaches its peak. Under these 
circumstances the transmission system 
is able to achieve an annual load factor 
of about 90 per cent contrasted with 
60 to 70 per cent when all sales are on 
a firm (noninterruptible) basis. The 
larger load factor results in a lower per 
unit delivery cost. 

The method of computing deprecia- 
tion on plant investment of transport- 
ers is subject to FPC approval and it 
can be assumed that such charges are 
adequate. The natural gas transmission 
industry is now considered to be be- 
yond the promotional stage and the 
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stability of revenues of the transporters 
is recognized by the security markets. 
The transporters are now able to issue 
first mortgage bonds on a 3 per cent 
interest basis as against materially 
higher charges in the prewar years. 


| paar-yant it must be noted that rates 
paid by most consumers of natural 
gas are subject to utility regulation 
whereas prices for coal and oil are not. 
Had natural gas prices been able to seek 
their competitive level, transporting 
and distributing utilities would prob- 
ably have been able to report earnings 
substantially higher, but in doing so 
would have acquired many of the char- 


acteristics of an industrial concern in 
that they would be immediately affected 
by any minor fluctuation in the price 
of competing fuels. 

Thus, it may be concluded that be- 
cause of the cost economies in use of 
large diameter pipe and larger load 
factors, natural gas costs should con- 
tinue to remain near present levels and 
to enjoy a wide cost advantage over 
competing fuels, assuming that the 
prices of coal and fuel oil do not de- 
cline materially, The need for each new 
system and its gas supply is closely ap- 
praised by the FPC and the current 
record expansion program is on an 
economically sound basis. 





va. ig is not too late to save the system which has made 
America the envy and the hope of mankind. But we must 
have less emotion, less propaganda, less wishful thinking, and 
a tougher scrutiny of promises in relation to results... . 

“Shun propaganda and predigested ideas put forth by col- 
umnists and commentators in the press and on the air. We have 
our own iron curtain in America; the party line of Socialism and 
internationalism is ruthless in its coloring or editing of facts, 
intolerant in its treatment of dissenters. 

“Believe with all your heart and soul in the American people 
and the capitalistic system. Capitalism, not Socialism or Com- 
munism, is the great dynamic of the modern world. Communism 
has never won a popularity contest in any country. 

“Tf the people of Russia were given a chance to choose between 
the political promises of Stalin and the pictured promises of 
the Sears, Roebuck catalog, the vote for Capitalism would be 
1,000 to 1. 

“If we keep the capitalistic system alive and thriving in this 
country, if we keep out of wars, now popularly called crusades, 
and end our present program of subsidizing Socialism and over- 
population all over the world, the peoples of the world will finally 
demand Capitalism and overthrow their governments to get it 

“But if, behind the iron curtain of our so-called foreign policy, 
we continue to build up Socialism at home, by taxation which 
confiscates savings and denies to industry the reserves neces- 
sary to keep our production plant in repair; if we continue to 
weaken business, the producer, in order to increase bureaucracy, 
the destroyer, then the last good hope of humanity is gone.” 

—Bruce BarToN, 
Author. 
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Stock Purchase Plans for 
Employees 


ParT II 


The advantages and disadvantages of selling public 
utility shares to employees. Part II deals with actual 
example of stock purchase plans for employees. 


By RICHARD A. ROSAN* 


TANDARD O1L CoMPANY OF NEw 
JERSEY inaugurated in 1926 a 
3-year stock purchase plan. Em- 

ployees of one year’s standing or more 
authorized payroll deductions of a 
specified sum a week, not to exceed 10 
per cent of their current wages. These 
were deposited in a fund held by 
trustees, and for every dollar put in by 
the employee the company added fifty 
cents. 

The plan was to run for three 
years and employees were permitted 
to participate at any time during the 
first two years and a half of the period. 
As the account of each employee 
equaled the price of a share of common 
stock, as determined each six months 
on the basis of the average market 
quotations during the preceding three 
months, he was to be credited with this 
on the books of the trustees ; dividends 


*For personal note, see “Pages with the 
Editors.” 
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on shares thus credited were to be de- 
posited in his account. At the end of 
the 3-year period of the plan, each em- 
ployee was to be issued a certificate for 
the number of shares his savings and 
other deposits and credits entitled him 
to, after which he was to enjoy the ex- 
clusive ownership of the security. 


HE results of the 1926 and pre- 
vious offerings by the Standard 
Oil Company of New Jersey at the end 
of 1926 were as follows: 
Number of employees owning 
or paying for stock 


19,135 
Market value of stock owned or 
subscribed for by employees $36,288,000 


Naturally, this plan was adopted and 
carried out prior to the enactment of 
the Securities Act of 1933 and other 
restrictive legislation which presents 
many obstacles in formulating a plan 
of this type. Likewise, it was not for- 
mulated with the provisions of § 165 
of the Internal Revenue Code in mind. 
APR. 13, 1950 
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@y Employees’ Savings and Stock 
Bonus Plan: This plan was 
adopted by the General Electric Com- 
pany in October, 1948. The purpose 
of the plan was to: 


(1) Afford employees a conven- 
ient means of purchasing U. S. Sav- 
ings Bonds and encourage them to 
retain the bonds so purchased. 

(2) Provide employees with a 
higher rate of return than is avail- 
able from individual investment 
either in such bonds or in other high- 
grade securities. 

(3) Give employees a financial in- 
terest in the company through own- 
ership of its stock. 


An employee participates in the plan 
by authorizing regular payroll deduc- 
tions for the purchase of U. S. Savings 
Bonds and depositing with the com- 
pany the bonds so purchased. The plan 
limits the amount of total deductions 
thereunder to $30,000,000 a year. 

The government bonds are held in 
custody for the account of the partici- 
pant for a 5-year holding period and 
as promptly as practicable after the 
end of any 5-year holding period the 
company will deliver to the participant 
all bonds purchased under the plan dur- 
ing the applicable year. Concurrently, 
the company will deliver to the partici- 
pant the stock bonus applicable thereto. 

As of December 31st of each calen- 
dar year, the company will contingently 
credit each participant with a bonus in 
the company’s common stock computed 
as follows: 


(1) The bonus shall be in an 
amount equal to 15 per cent of the 
aggregate cost of bonds purchased 
by the participant under the plan for 
that year. 
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(2) The amount determined in 
(1) shall be divided by a stock price 
which represents the average market 
value per share of the common stock 
as of the end of each calendar month 
in that calendar year or portion 
thereof during which the plan is in 
effect. 

(3) The stock bonus shall be in 
the number of full shares plus a 
fractional interest in the share equal 
to each one-hundredth of a share or 
a full multiple thereof produced by 
such calculation. 


ety carry out the purposes of the 
plan, a stock bonus trust is created 
under a trust agreement. The company 
transferred to the trust sufficient full 
shares of common stock to provide for 
the payment of the aggregate number 
of shares (including fractional interest 
in shares ) ,contingently credited to par- 
ticipants for that year. 

The trust shall maintain accounts 
showing the number of shares which 
have been credited to each participant 
for each year in which the plan is in 
effect. Dividends received by the trust 
upon its holdings of common stock and 
any other income will be credited an- 
nually to each participant on the basis 
of the number of shares held by the 
trust for his account at the end of the 
year. 

The plan provides for the creation of 
a committee to administer the plan. 

The plan is qualified under § 165 of 
the Internal Revenue Code. The shares 
contributed by the company under the 
plan have been treasury shares. 


HRIFT Plan of Tennessee Gas 
Transmission Company: The 
thrift plan of Tennessee is available to 
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all employees who also participate in 
the retirement income plan. 

Each participating employee may 
contribute an amount designated by 
him of not less than 2 per cent nor 
more than 8 per cent of his basic com- 
pensation. The company matches the 
employee’s contribution. Each partici- 
pant when applying for membership 
under the plan specifies the portion of 
his contribution which shall be invested 
by the trustee in class A or class B in- 
vestments. Class A investments are 
United States Savings Bonds (Series 
F or Series G, or both) ; class B in- 
vestments are such other securities as 
may from time to time be selected by 
the participant provided that such selec- 
tion does not meet the disapproval of 
the administrative committee appointed 
under the plan. The plan provides that 
it shall be in effect until July 1, 1957, 
unless extended or sooner terminated 
by the company. In the event of the 
death of a participant, the amount of 
his credit balance is paid to his heirs. 
Upon termination of the plan or a par- 
ticipant’s separation from the company, 
the employee’s credit balance is payable 
to him. 

The company has guaranteed that 
each participant will not receive less 
than his aggregate contributions to the 
plan. 

The thrift plan is not qualified un- 


der § 165 of the Internal Revenue 
Code. 


A SuGGESTED Savings Plan for a 
Utility Company—Rights and 
Duties of Eligible Employees: To par- 
ticipate in the plan, each eligible em- 
ployee would furnish the company and 
the trustee with a revocable election to 
participate in the plan and would au- 
thorize the company to deduct from his 
salary a fixed amount (for administra- 
tive convenience the amounts might be 
specified ; 7. ¢., $2, $5, $10, etc.) each 
pay period which on an annual basis 
would not exceed 3 per cent of his aver- 
age wage for the preceding year and de- 
posit such amount with the trustee un- 
der the plan. 

The election to participate in the 
plan would reserve the right to the em- 
ployee: 

(a) to cease making further con- 
tributions to the plan at any time 
upon thirty days’ written notice to 
the company and trustee, but reserv- 
ing the right to continue under the 
plan the trust funds already accumu- 
lated for the employee’s account and 
to reinstate contributions at some 
later date ; 

(b) to cease participating in the 
plan upon thirty days’ written notice 
to the company and trustee and to 
receive from the trustee the trust 


€ 


1926 a 3-year stock purchase plan. Employees of one year’s 


q “STANDARD Ort ComPpANy OF NEw JERSEY inaugurated in 


standing or more authorized payroll deductions of a specified 
sum a week, not to exceed 10 per cent of their current wages. 
These were deposited in a fund held by trustees, and for 
every dollar put in by the employee the company added fifty 
cents.” 
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funds held by the trustee for the ac- 
count of the employee; and 

(c) commencing three years after 
the plan goes into operation, to elect, 
upon thirty days’ notice and upon 
a showing that funds are needed for 
the purchase of a home or the pay- 
ment of medical expenses or any un- 
usual hardship, to withdraw the trust 
funds held for the employee but to 
continue to participate in the plan. 


HE employee would cease to par- 

ticipate in the plan upon his separa- 
tion from the company (other than 
temporary layoffs, illness, etc.) and the 
trustee would pay over to the employee 
the trust funds held for him (1) on 
the fifteenth day of January of the year 
following his retirement or (2) on the 
fifteenth day following his termination 
of service with the company for reasons 
other than retirement. 

Upon the death of a participating 
employee, the trust funds held for his 
account would be paid over to the bene- 
ficiaries named in his election to par- 
ticipate in the plan or, in the absence 
of such designation, to his estate. 

The employee would be allowed to 
execute and furnish the company and 
the trustee with supplemental elections 
to participate in the plan so as to in- 
crease or decrease the amount to be 
deducted from his salary and paid un- 
der the plan and/or to change his bene- 
ficiaries. 

Employees would receive annually a 
report from the trustee which would 
show as of December 31st of the pre- 
ceding year the trust funds held for the 
employee by the trustee under the plan. 
As pointed out below, it might be de- 
sirable to have the trustee issue a non- 
assignable trust certificate or receipt 
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evidencing the stock purchased for the 
employee’s account during the preced- 
ing year. 

Dividends received by the trustee 
upon the trust funds would at the elec- 
tion of the employee either be rein- 
vested by the trustee or distributed to 
the employee. The income of the trust 
would be tax free. 


HE Functions of the Trustee un- 

der the Plan: Upon receipt of an 
election to participate, to set up and 
maintain a separate subaccount trust 
for each participating employee. 

Receive from the company after 
each pay period the amounts authorized 
to be withheld from their pay by each 
of the participating employees. 

Apply monthly or quarterly the 
amounts held in the trust fund to the 
purchase of common stock of the com- 
pany. The common stock would be pur- 
chased from the company at a price 
equal to (1) the average market price 
for the common stock for the week im- 
mediately preceding the date on which 
the trustee applies funds in its posses- 
sion to the acquisition of stock less (2) 
a fixed percentage (such as 15 per cent) 
as may be determined in the trust 
agreement, rounded off to the nearest 
one-eighth or one-fourth of a point. 
In no case will the purchase price be 
less than par. Some stock purchase 
plans have fixed a minimum selling 
price for the stock based upon the ap- 
proximate book value of the stock. 
This type of provision would not ap- 
pear feasible for a continuing plan such 
as the one suggested. 

Hold the stock for each participating 
employee and annually notify the em- 
ployee of the number of shares of 
stock, the amount of dividends thereon, 
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The Desirability of Employee Stock Purchase Plans 


“_.. the advisability of any type of stock purchase or stock saving plan 
involves a determination by the management of whether it, in good con- 
science, can offer to its employees the right to purchase the company’s 
stock. There may be certain aspects of the company’s business which 
make it tnadvisable to undertake a plan of this nature. Having once 
decided, however, that a plan would be advantageous in improving em- 
ployee relations, the management then has a wide area of choice to carry 
out its decision.” 





and the amount of unapplied contribu- 
tions by the employee held by the 
trustee for the account of the employee. 
It may be desirable to provide that an- 
nually the trustee will issue to each 
participating employee a nonassignable 
trust certificate evidencing the stock 
purchased for his account by the trustee 
during the preceding calendar year. 
The trustee would also have to keep 
records indicating (1) aggregate con- 
tributions by the employee to the trust 
fund and (2) price at which each share 
of stock was purchased for the em- 
ployee. 

Distribute to the employee or rein- 
vest the dividends received on the trust 
funds depending on the employee’s 
election and make the distributicns of 
the trust funds as provided in the plan. 


| piney of the Company: Upon 
the basis of the elections to partici- 
pate under the plan filed with it, the 
company would deduct from the pay 
of participating employees the amounts 
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authorized and forward such funds to 
the trustee. 

Monthly or quarterly, as provided 
in the plan and upon the requisition of 
the trustee, sell shares of its common 
stock to the trustee for the considera- 
tion computed in the manner provided 
in the plan. The company’s contribu- 
tion to the plan would be the amount 
of the difference between the average 
market price of the stock and the sell- 
ing price to the trust. The common 
stock sold to the trustee could be either 
authorized but unissued shares of the 
company released from preémptive 
rights, if necessary, by action of the 
stockholders or treasury shares pur- 
chased by the company in the open 
market for resale to the trust. The 
board of directors of the company 
would determine from time to time 
whether additional capital through the 
sale of authorized but unissued shares 
should be raised or whether the capital 
requirements of the company were 
adequate and the stock to be delivered 
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under the plan should be acquired in the 
open market. 


N order to minimize the effect of 
open market purchases upon the 
market value of the company’s stock, 
these purchases should be spread over 
a period of time. For this reason, it is 
also suggested that the acquisition by 
the trustee of stock be not less often 
than quarterly so that the amount of 
stock purchased from the company 
would not at any one time aggregate 
a great number of shares. 

The company would agree to pay the 
trustee from time to time as required 
such additional cash amounts as may 
be necessary so that when an employee 
withdraws from the plan, (a) the fair 
market value of the stock distributed 
to the employee, (b) the cash held in 
the trust fund for his account, and (c) 
such additional cash amount will equal 
the employee’s aggregate contributions 
to the trust, not including dividends 
allowed to accumulate in the trust. By 
this means, the company will guarantee 
that an employee will never receive 
from the trust less than he shall have 
contributed. 

The plan would provide for the 
dissemination of information concern- 
ing the company to the participating 
employees. 

The company would assume the cost 
of the administration of the plan, in- 
cluding the fees of the trustee. 


ee: The company 
would reserve the right to termi- 
nate the plan at any time. In this con- 
nection, it should be noted that in order 
to qualify under § 165 of the Internal 
Revenue Code the plan must be a per- 
manent one. The termination of a plan 
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shortly after it is inaugurated would 
be evidence that it had not been in- 
tended to be a permanent plan. 

The basic decision for management 
is whether it can in good conscience 
offer its employees an opportunity to 
invest a substantial portion of their 
savings in the common stock of the 
company. After careful consideration 
of this aspect of the suggested plan, the 
management may think it advisable that 
the plan be modified so the investments 
by the trust will be more diversified. 
For example, the employee might be 
given the election to participate under 
one of several alternatives: One al- 
ternative would provide that all of the 
funds of the employee would be in- 
vested in the company’s common stock. 
In this manner he would accumulate a 
15 per cent bonus on all of his savings. 
Another plan would provide that half 
of the savings should be invested and 
reinvested in United States Savings 
Bonds and the balance in the company’s 
common stock. In this situation, there 
would be some diversity, the yield 
would average substantially less, and 
the employee would be receiving a 
bonus of 15 per cent on only half of 
the amount he saved. A third alterna- 
tive might provide that the trustees 
would invest one-half of the funds in 
the securities of other utility com- 
panies and one-half of the funds in the 
securities of the company. 

Many variations could be worked 
into the plan to obviate the dangers of 
“placing all your eggs in one basket.” 
On the other hand, it should be recog- 
nized that the employee’s stake in the 
proposed stock savings fund would be 
relatively small in comparison to his 
stake as an employee. 

A plan such as that outlined above 
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is relatively novel and it is not certain 
whether the Treasury Department 
would qualify it under § 165. However, 
it appears to meet all of the technical 
requirements and there seems to be 
strong likelihood that it would be ap- 
proved. 


Conclusion 


A indicated at the outset, the advisa- 
bility of any type of stock pur- 
chase or stock saving plan involves a 
determination by the management of 
whether it, in good conscience, can 
offer to its employees the right to pur- 


chase the company’s stock. There may 
be certain aspects of the company’s 
business which make it inadvisable to 
undertake a plan of this nature. Having 
once decided, however, that a plan 
would be advantageous in improving 
employee relations, the management 
then has a wide area of choice to carry 
out its decision. In arriving at the final 
solution, the management must weigh 
the advantages of certain types of plans 
against the advantages of other types 
of plans. The foregoing has attempted 
to point out some of the choices open 
to the management. 





A Decade of Progress Towards Socialism 


we em I see in Washington day by day and week by 

week is the government taking steps, one at a time, 
down the road to complete government control. These steps 
are sold to the American people, one at a time, as a promise of 
greater security, but at the ultimate price of personal liberty and 
individual incentive. .. . 

“If anyone in 1939 could have looked ahead and seen what 
would happen ten years from then . . . he wouldn’t have 
believed it. 

“For example, he would have seen that in this peacetime year 
he would be paying more than three times as much taxes as 
he was paying then. That’s about the same as if he worked one 
week out of every four, for free, for the government. 

“He would have been told that since we have given more 
than $72 billion to other countries in the world ; that we have in 
Washington more than 258 well-organized lobbies wanting the 
government to spend even more millions and billions. 

“.. He would have seen the government engaged in running 
more than 100 separate industries or businesses ranging from 
power plants to rubber factories. 

“He would have known Congress would pass a program of 
Federal housing estimated to cost around $10 billion over a few 

» years. He would have seen a Federal health plan proposal that 
would mount to more than $12 billion a year by 1965. 

“If he had been told in 1939 that all this would happen, he 
simply would not have believed it. Certainly he could not have 
grasped it.” 

—HERMAN W. STEINKRAUS, 
President, Chamber of Commerce 
of the United States. 
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Closer Presidential Control of 
Regulatory Bodies 


EDERAL regulatory commissions will 

be moved closer to supervisory con- 
trol of the Chief Executive under reor- 
ganization plans recently proposed by 
President Truman in the wake of recom- 
mendations of the Hoover Commission. 
Thus far, the Maritime Commission is 
the first and only regulatory agency to 
feel the impact of the Hoover Commis- 
sion proposal for transferring certain 
commission functions to regular Cabinet 
department supervision. Under the plan 
recently sent to Congress by President 
Truman, the Maritime Commission is 
handed over to the Department of Com- 
merce. Its duties will be handled 
through a Maritime Board and Mari- 
time Administrator, with the Depart- 
ment of Commerce having jurisdiction 
over air, highway, and water transporta- 
tion in both operating and policy aspects. 
Only the Interstate Commerce Commis- 
sion, with its authority over railroads and 
interstate motor carriers, will remain 
outside of the Commerce Department’s 
orbit—which is eventually planned to 
embrace all Federal regulation of inter- 
state transport. 

The President made similar pro- 
posals with respect to the Interstate 
Commerce Commission, Federal Power 
Commission, Federal Trade Commission, 
Securities and Exchange Commission, 
Federal Communications Commission, 
and the National Labor Relations 
Board. For all six, the President will 
name the respective chairmen who will 
have administrative authority, including 
the right to hire and fire all personnel 
except heads of major divisions, whose 
selection by the chairmen will be subject 
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to approval by the other commissioners. 
If Congress does not reject the proposal, 
it means that henceforth the President 
will name the chairmen of the Federal 
Power Commission and the Securities 
and Exchange Commission, which here- 
tofore elected their own chairmen. This 
also applies to the Interstate Commerce 
Commission where the chairmanship has 
been rotated annually. 


QO’ especial interest to public utilities 
are the President’s recommenda- 
tions for two Cabinet department reor- 
ganizations — Interior and Agriculture. 
These will get additional Assistant Secre- 
taries. The President’s proposal would 
transfer the duties now performed by 
special agencies within the two depart- 
ments (and several others) to the top 
Secretaries. Functions of the Reclama- 
tion Bureau would be exercised directly 
by the Secretary of Interior, or delegated 
by him to an Assistant Secretary. Sim- 
ilarly, functions of the Rural Electrifica- 
tion Administration would be trans- 
ferred to the Secretary of Agriculture. 
The idea, following the Hoover Com- 
mission report, is to make all department 
subdivisions directly responsible to the 
Cabinet Secretary who is, in turn, re- 
sponsible to the President. Unless un- 
expected opposition develops in Congress 
within sixty days from March 13th, these 
recommendations of President Truman 
will go into effect automatically, repealing 
any inconsistent provision of* previous 
laws. Thus far, his reorganization plan 
No. 12, revamping the National Labor 
Relations Board in such manner as to 
entirely eliminate the chief counsel, is the 
only plan that has aroused an appreciable 
amount of congressional ire. Opponents 
of this plan are outspoken in their 
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charges that its sole purpose is to remove 
Robert L. Denham, present chief counsel, 
who has declined to subordinate himself 
or the functions of his office to the dic- 
tates of the board members, most of 
whom apparently are partial to organized 
labor. 


¥ 


Federal Control of Industrial 
Safety 
LEEPING quietly, almost unnoticed on 
the Senate calendar, is a bill (S 
1439) to inject the Federal government 
into the safety of local industrial opera- 
tions. It was favorably reported, with- 
out hearings, by the Senate Labor Com- 
mittee during the first session. In view 
of the present near-chaotic condition of 
the Senate’s legislative agenda, the 
measure is in position to be passed quick- 
ly, and almost without notice, because 
thus far there has been no articulate 
opposition. 
Public utility operations, as well as 


those of manufacturing industries, would 
be affected by this safety control measure, 
introduced by Senators Olin D Johnston 
(Democrat, South Carolina), Claude 


Pepper (Democrat, Florida), Virgil 
Chapman (Democrat, Kentucky), and 
Wayne Morse (Republican, Oregon). 
Briefly, it would: (1) establish a Federal 
fund to promote industrial safety stand- 
ards through grants-in-aid to states com- 
plying with Federal conditions ; (2) place 
control of the funds and administration 
of the law in the hands of the Secretary 
of Labor; (3) penalize states without 
programs conforming to Federal stand- 
ards; (4) provide Federal supervision 
over enforcement of state safety plans; 
(5) require periodic reports on state 
programs to the Secretary of Labor, who 
would also have access to state records ; 
(6) give the Secretary of Labor wide 
discretion over allocation of funds. Two 
similar bills await action in the House, 
HR 3283 by Representative George D. 
O’Brien (Democrat, Michigan), and HR 
4997 by Representative Thomas H. 
Burke (Democrat, Ohio). There is a 
possibility that neither measure will be 
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acted on by the House Labor Commit- 
tee, in which there is presently a tendency 
to avoid legislation that would inject the 
Federal government further into affairs 
of the states. 


¥ 


New Power-marketing Agency 


psp Department’s new southeast- 
ern counterpart of the Southwestern 
Power Administration has perfected its 
organization, which has been approved 
by Secretary Chapman. There have 
been several earlier attempts to get this 
power-marketing agency started. It was 
denied funds in the second session of the 
80th Congress, but received an initial 
appropriation of $70,000 during the first 
session of the 81st Congress. The Budg- 
et request for 1951 of $175,000 was 
whittled to $150,000 by the House In- 
terior Appropriations Subcommittee. 
This amount will be about sufficient to 
complete basic organization. The new 
agency will market power from Army 
Engineer-built hydroelectric projects in 
ten southeastern states. Secretary Chap- 
man has named Ben Creim as Adminis- 
trator. He is a former Bonneville Power 
Administration official and Pacific 
Northwest trouble shooter for Assistant 
Interior Secretary C. Girard Davidson. 
The new agency will be promoted ag- 
gressively by Interior, in order to con- 
solidate its position in advance of any 
rival “valley authority” organization in 
the future. Power to be marketed from 
the Army Engineers projects is esti- 
mated at 1,380,000 kilowatts, compared 
with 600,000 kilowatts marketed by 
Southwestern Power Administration. 
There is little doubt that Southeast- 
ern plans to adopt the SWPA-REA 
type of alliance, to expand its own opera- 
tions through contracts with “super co- 
6peratives” having generating and trans- 
mission facilities. This could indicate 
that planners of the new agency are not 
too optimistic about having better luck 
than their southwestern cousin, in the 
matter of obtaining generating-transmis- 
sion appropriations directly from Con- 
gress. At the recent National Rural Elec- 
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tric Codperative Association convention 
in Chicago, Secretary Chapman gave 
clues to the activities of the new body 
when he said it, “like others in the depart- 
ment, will give preference in marketing, 
over a 6-year period . . . to cooperative 
and public bodies.” He added : “Since the 
projects in the Southeast are widely dis- 
tributed, we hope and expect to serve 
many of the REA groups either directly 
or through the generating and transmit- 
ting codperatives now being formed.” 


* 


Webster Heads Defense Unit 


oe WEBSTER, executive vice 
president of the New England Elec- 
tric System of Boston, Massachusetts, 
since 1942, has been sworn in as chair- 
man of the Research and Development 
Board of the Department of Defense, a 
post of extreme importance in the na- 
tion’s over-all defense planning. 

Although not a scientist, Mr. Webster 
has made a specialty of applying his skill 
as a trouble shooter to some of the na- 
tion’s tough scientific problems. That he 
has been successful, is attested by the fact 
that, at the age of forty-nine, he has 
moved into a position which has come 
to be a top scientific assignment. He has 
been working in the field of weapon re- 
search and development since the early 
days of the war, and also has had an 
important part in the area of atomic 
energy. 

A graduate of the U. S. Naval Acad- 
emy, Mr. Webster has also received BS 
and MS degrees at the Massachusetts 
Institute of Technology. He began his 
utilities career as assistant to the presi- 
dent of the New England Power Associa- 
tion in Boston, later moving over to the 
New England Electric System where his 
advance was rapid. 


a 
Interior versus FPC 


HE Interior Department has under- 
taken a move which, if successful, 
would strip the Federal Power Commis- 
sion of its licensing authority over hydro- 
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electric developments, thus reducing its 
status to that of a regulatory agency in 
the field of natural gas alone. This has 
become apparent in an unprecedented 
appearance of Secretary of the Interior 
Oscar L. Chapman before the commis- 
sion with a view to having it reverse it- 
self in the granting of a license to the 
Pacific Gas and Electric Company last 
October for hydroelectric developments 
on the North Fork of the Kings river in 
California. 

Chapman’s appearance before the 
commission was during rehearings on 
the case, held at the request of Interior. 
The department, as intervener in the 
matter, objected to the commission’s 
unanimous order of last October, grant- 
ing the license to PG&E. He explained: 
“T wish to appear in person because a 
final decision in this Kings river power 
case will have a vital effect in continuing 
or reversing a national power policy to 
which this government is committed.” 

Interior attorneys presented a hastily 
prepared “comprehensive plan” for the 
development of Kings river by the gov- 
ernment. It was the absence of such a 
plan, as well as congressional approval 
of the same, which was the principal basis 
for the commission’s licensing of PG&E, 
which claimed to be ready, willing, and 
able to proceed. Although both sides had 
informed the commission that no new 
evidence was to be presented during the 
rehearing, Secretary Chapman asked 
that a number of “new developments” be 
incorporated into the record. One was a 
letter to Chapman, dated March 17th, 
from Budget Director Pace, which pre- 
sented President Truman’s views favor- 
ing Federal development of the Kings 
river and its eventual inclusion in the 
Central Valley program. Chapman also 
disclosed that a detailed project planning 
report on Interior’s North Fork program 
had been sent to both houses of Con- 
gress on March 20th—just one day be- 
fore the rehearing was scheduled. 

Members of the FPC appear aware of 
the high stakes involved in the decision, 
regardless of the pressure put upon it 
directly from the White House. 
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Exchange Calls 


And Gossip 


FCC Reorganization Plan 


| ye Truman’s reorganization 
plan for the Federal Communications 
Commission may be headed for trouble 
in the Senate. This plan, submitted to 
Congress last month as part of a regula- 
tory commission reorganization package, 
has stirred up radio and television in- 
terests, as well as Senators who are politi- 
cally sensitive to the impact of the FCC 
function on the nation’s networks. The 
main difficulty seems to be that the Presi- 
dent’s plan centers all FCC administra- 
tive duties in a presidentially appointed 
chairman. This is said to conflict with 
the McFarland Bill (S 1973) to reor- 
ganize the FCC. The Senate already has 
approved the McFarland Bill and the 
administration is reported to be trying to 
stall action on it before the House Inter- 
state and Foreign Commerce Committee. 

The aim of the McFarland Bill is to 
increase the independent regulatory 
status of the FCC. It would separate the 
members from the direct influence of the 
commission’s staff. It would reorganize 
the commission’s staff along “functional” 
lines, according to the various communi- 
cations industries regulated (1.e., tele- 
phone, telegraph, radio broadcasting, 
etc.). The President’s plan would tie the 
staff more closely to the commission 
through the direct control of the chair- 
man. He would have the authority to 
hire and fire and assign staff personnel. 
Radio and broadcasting interests have 
criticized the President’s proposal for 
ignoring the bipartisan nature of the 
FCC. They point out that the FCC chair- 
manship has turned over rapidly (eight 
during the past sixteen years). As a re- 
sult, a movement was reported under 
way in the Senate to veto the President’s 
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reorganization plan as applied to the 
FCC — at least until Congress decides 
what it wants to do about its own re- 
organization of the FCC in its disposition 
of the McFarland Bill. 


* 


Rate Increase Rejected 


HE Maryland Public Service Com- 

mission recently rejected the 
Chesapeake & Potomac Telephone Com- 
pany’s request for higher telephone rates 
and made present rates permanent. 

Existing rates were established on a 
temporary basis a year ago. Increases 
granted at that time were designed to 
produce $4,087,000 in gross income an- 
nually. The commission continued these 
increases but dismissed a petition for 
permanent rates providing an additional 
$2,500,000. 

Appeal to the courts was indicated in 
a company statement issued shortly after 
the commission filed its opinion and 
order. 

W. G. Morrel, vice president and gen- 
eral manager of the company, said “Fail- 
ure of the commission to grant the com- 
pany additional rate increases simply 
means that we must now consider what 
further steps will be required to restore 
our earnings to a satisfactory level. Pro- 
tection of the interests of the public we 
serve, the people who have invested their 
savings in the telephone business, and 
our employees, demands that we exhaust 
every means at our disposal to insure the 
financial soundness of this company.” 

Mr. Morrel said the commission’s ac- 
tion prevented the company from “re- 
storing” its “earnings to even the pre- 
war level.” 

In reaching its decision, the commis- 
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sion found the company could “reason- 
ably expect to earn a net of $6,176,850” 
under existing rates. This would pro- 
duce a return of 5.54 per cent on the rate 
base. The commission set the rate base 
at September 30, 1949, at $111,594,909. 
It included in this amount the full $1,- 
594,909 claimed for materials and sup- 
plies but refused to allow anything for 
working capital. 
* 


Told to “Clean House” 


HAIRMAN Wayne Coy of the Federal 
Communications Commission last 
month called on radio and television to 
“clean house” in the matter of crime pro- 
grams and “livery stable humor.” The 
FCC chairman warned the broadcasting 
industry that if it does not act on its own 
motion, public opinion will demand “the 
more drastic remedy of governmental ac- 
tion.” He indicated such action might 
take the form of restrictive legislation by 
Congress. 

The chairman expressed his views in 
an address prepared for the annual state 
radio conference at the University of 
Oklahoma. He emphasized, however, 
that what he had to say was addressed to 
every radio and television broadcaster in 
the country. The commission and Con- 
gress, he said, have been flooded with 
complaints from the public, protesting 
crime and humor material carried over 
some stations and some networks. 


* 


Rail Broadcasts Left in Air 


N a split decision, the New York Pub- 

lic Service Commission closed the 
proceedings against the operation of the 
public address system by the New York 
Central Railroad. Paradoxically, the de- 
cision made it possible for the railroad to 
resume the broadcasts at any time and 
would necessitate initiation of another 
proceeding if the public found them irk- 
some. The “commercial” and “canned 
music” broadcasts were discontinued in 
Grand Central Terminal on January 2nd. 

A minority opinion, written by Com- 
missioner George A. Arkwright, sought 
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to place a time stipulation during which 
the New York Central would be banned 
from resuming broadcasts. While Com- 
missioner Arkwright was seconded by 
Chairman Benjamin F. Feinberg, a 3- 
to-2 vote supported Commissioner Glen 
R. Bedenkapp in the view that the com- 
mission “does not possess the power to 
ban such broadcasting per se.” 

The commission’s decision noted that 
the railroad had discontinued the opera- 
tion of the loud-speaker system after the 
commission had instituted an investiga- 
tion on December 14th. Commissioner 
Bedenkapp, in the majority opinion, 
said “The railroad having voluntarily 
abandoned broadcasting, there is nothing 
before us for determination.” 


> 


REA Phone Loan Appropriation 


Sb. Department of Agriculture Sub- 
committee has approved a total of 
$25,000,000, to be borrowed from the 
Treasury on the same basis as for rural 
electrification loans, for the new rural 
telephone program. 

This amount, reported in the general 
appropriation bill for 1951, is the same as 
that authorized for 1950 and is a decrease 
of $25,000,000 in the budget estimate for 
1951. The committee, it was said, felt 
that this loan authorization should be 
limited to the 1950 level until further evi- 
dence is available to indicate the demand 
for loans under this program. 


= 
Rural Phone Bill Passes 


| pap mae authorizing rural tele- 
phone codperatives, which would 
obtain Federal loans for extension of 
rural telephone service, was given final 
passage by the Kentucky legislature last 
month and sent to the governor for sig- 
nature. 

As finally enacted, the measure was 
reported to be a compromise resulting 
from objections raised by counsel for the 
Southern Bell Telephone & Telegraph 
Company. Proponents of the codpera- 
tives said they were satisfied with the 
final results. 
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EXCHANGE CALLS AND GOSSIP 


Jersey Bell Hits Demand 


EW JERSEY BELL TELEPHONE Com- 
N PANY recently labeled as “prepos- 
terous” the demand of the phone opera- 
tors’ union for a $7-a-week wage boost 
and other benefits it said would be the 
equivalent of a $25-a-week increase for 
each traffic department employee. 

Opening its case before a special 5- 
member arbitration board in Newark 
last month, the company charged the 
union made its demands “with the hope 
that a board of arbitration would settle 
the issues on a basis of compromise rather 
than on the basis of merit.” 

In a statement of the company’s posi- 
tion in the dispute with Traffic Division 
55, Communications Workers of 
America, CIO, the company estimated 
that the total union demands would cost 
between $13,000,000 and $14,000,000 
more a year. 

“The union’s case has been an emo- 
tional appeal supported by little factual 
evidence,” the company stated. “The 
union has offered virtually nothing that 
had not been considered by the fact-find- 
ing panel which heard the union’s case 
two months ago. That panel concluded 
that the union’s wage demands should 
be denied.” 

The company said that costs of wage 
increases already granted employees 
were almost double what the company 
had been reimbursed in the form of rate 
increases. It stated that basic wage rates 
of New Jersey Bell traffic employees have 
more than doubled in the past ten years. 
“They have increased 130 per cent dur- 
ing a period when the cost of living has 
increased only 67 per cent,” the company 
said. 

* 


New Phone Tariff Suspended 


TS tariff the New England Tele- 
phone & Telegraph Company filed 
on March Ist with Rhode Island’s Pub- 
lic Utilities Administrator Thomas A. 
Kennelly was formally suspended by him 
on March 16th. At the same time he 
ordered a full hearing on the company’s 
bid for $1,704,000 in added annual rev- 


501 


enue. It was scheduled to open March 
30th. 

Kennelly’s action set the stage for the 
third major round of telephone rate 
hearings. The new tariff the NET&T 
had filed was expected to boost subscrib- 
er’s bills from 25 to 75 cents a month and 
give the company a 7 per cent return on 
its investment, an amount it contends is 
needed to attract risk capital. 

Kennelly said he believes “that the 
public interest requires a more thorough 
and complete investigation” of the pro- 
posed rate increase, in the formal notice 
which was served on the phone company. 

The rate cases began in 1947 when the 
telephone company sought a jump de- 
signed to give it $2,800,000 in added an- 
nual revenue. After long months of hear- 
ing, Kennelly fixed a rate base and gave 
the company $1,200,000 of new revenue 
in April, 1948. Appealing this case after 
it had imposed higher rates to yield the 
granted revenue boost, the phone com- 
pany in October, 1948, asked Kennelly 
for another increase which, coupled with 
the $1,200,000 it already had, would have 
resulted in a $4,000,000 annual income 
jump. 

In a decision handed down by the ap- 
peal board in December, the company 
won a $3,100,000 revenue increase over 
1947 figures and a finding that it was en- 
titled to a 6 per cent return on its invest- 
ment. 

The company claims the revenue 
accruing to it will not produce the 6 per 
cent return allowed by the board. It 
further contends that it needs a 7 per 
cent return to attract venture capital de- 
sired for expansion and construction. 


* 


Third REA Phone Loan Made 


yey REA has allocated $95,000 for 
a loan to the Pattersonville Tele- 


phone Company, Rotterdam Junction, 
New York, for improvement of service 
to its 438 telephone subscribers and ex- 
tension of service to over 100 applicants 
waiting to be connected, the U. S. De- 
partment of Agriculture announced on 
March 24th. 
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Wall Street Analyses of 
Utility Securities 


5 by: is considerable current interest 
in the four stocks of United Light 
& Railways’ subsidiaries, which are now 
all being traded (three on a when-issued 
or when-delivered basis). L. F. Roths- 
child & Co. has issued an analysis of 
Kansas City Power & Light Company. 
The stock is currently being offered to 
stockholders of United Light & Railways 
at $12 per share on the basis of 3 shares 
of Kansas City for each 5 shares of 
United Light. 

Kansas City Power & Light distributes 
electricity to areas in Missouri and 
Kansas, and in part of northern Iowa, 
with gas and steam-heating service sup- 
plied in parts of the territory. Electric 
service supplies 92 per cent of revenues, 
gas 5 per cent, and heat and water 3 per 
cent. Kansas City is a rail and air trans- 
portation center, serving a large area and 
specializing in meat packing, grain stor- 
age, milling, etc. Other industries in the 
territory around the city include auto 
assembly plants, oil refineries, a steel 
plant, garment factories, etc. Other areas 
are largely agricultural. Industrial sales 
account for only 17 per cent of revenues, 
with residential and rural 33 per cent, 
and commercial 34 per cent. 

Capital structure is 44 per cent mort- 
gage debt, 7 per cent notes, 17 per cent 
preferred stock, and 32 per cent common 
stock equity. The company’s mortgage 
bonds are rated Aaa by Moody and the 
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FINANCIAL NEWS AND COMMENT 


The company’s plant account is unusu- 
ally clean—original cost with no 100.5, 
and a negligible amount of intangibles. 
Depreciation reserve is 24 per cent of 
gross plant. Cash account was recently 
bolstered by sale of $5,000,000 common 
i stock to the parent company. 

The rate of return for 1949 was 5.63 
per cent on net plant and working capital, 
including also the $5,000,000 equity 
money for construction, according to 
Rothschild’s calculation. Present residen- 
tial rates reflect a reduction made in 1946, 
at which time the Missouri commission 
held that earnings exceeded 6} per cent 
on the rate base. 

Geyer & Co., Inc., over-counter spe- 
cialists in utility and bank stocks, has 
issued studies on the stocks of three new 
Iowa companies. Iowa-Illinois Gas & 
Electric and Iowa Power & Light are 
now being traded on the Curb on a “WD 
basis” with distribution (free) by United 
@ Light & Railways expected in May or 
June as one of the final steps in that 
company’s distribution. Iowa Public 
Service is a recapitalized company re- 
flecting a merger of Sioux City Gas & 
Electric with its former subsidiary; the 
stock is traded over-counter. 


a Gas & ELEctTRIC is 
expected to report about $2.80 for 
1949 after eliminating nonrecurring tax 
savings, which is about the same as the 
projection made last summer in the SEC 
hearings. The company is expected to pay 
$1.80, about a 65 per cent pay-out. At 
® the current price around 30 the indicated 
yield is 6 per cent, which is substantially 
higher than that on Kansas City Power 
& Light. Geyer & Co. states : 


Few operating utilities in the coun- 
try reveal as strong a capital structure 
as that reported by this company. 
There is no preferred stock outstand- 
ing and the common equity of around 
42 per cent ranks among the highest 
for any utility. In fact, since no new 
financing is contemplated in either 
1950 or 1951, retained earnings may 
lift this figure even higher to an esti- 
mated 45 per cent next year... . Over 
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25 per cent of operating revenues is 
brought down to common stock. 
Large amounts of natural gas are 
available to the company for boiler 
fuel on an “interruptible supply” basis, 
but since nearly 40 per cent of reve- 
nues is normally derived from the sale 
of natural gas, reduced supply of the 
interruptible gas would only imply 
greater needs for direct sale and hence 
greater revenues in this division. This 
is a stabilizing influence on earnings 
and of paramount importance in 
evaluating the company’s securities. 
While the company has officially 
projected earnings on a descending 
scale through 1951, there are many 
reasons to believe that such forecasts 
are extremely conservative. Decline in 
sales of electricity through the Power 
Pool and loss of construction credits 
are likely to be offset by greater 
economies in generating and by added 
supplies of natural gas for profitable 
resale. There is no state commission 
regulating rates in Iowa, but as it is, 
rates charged by the company are low 
in the nonregulated portion of the 
territory as well as in the regulated. 


HE company serves the so-called 
Quad cities—Rock Island, Moline, 
and East Moline, Illinois; and Daven- 
port, plus Fort Dodge and Iowa City. 
Revenues are about 52 per cent electric, 
38 per cent natural gas, and 10 per cent 
transit. (Transit property will probably 
be sold.) The section is a prosperous 
agricultural area with a moderate amount 
of industry, including farm implement 
plants, iron and steel foundries, steel 
fabricators, railroad shops, and makers 
of heating and ventilating equipment. 
Electric revenues are 31 per cent resi- 
dential, 26 per cent commercial, and 30 
per cent industrial. Because of a re- 
stricted supply of natural gas the com- 
pany has had to limit its house-heating 
business so that it is probably less than 
one-quarter of the potential demand ; in- 
creased pipe-line capacity should stimu- 
late this business in 1951-52. 
The 42 per cent equity for the common 
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stock is well above average ; plant account 
is stated at original cost and the deprecia- 
tion reserve appears ample at 25 per 
cent. While it has been estimated by the 
company that earnings might decline to 
$2.34 a share in 1951, this should still 
support the indicated $1.80 dividend 
rate, considering the large stock equity. 
Regarding residential rates, Geyer & 
Co. states, “Except in the outlying areas, 
rates are distinctly on the low side. The 
fact that the company has abnormally low 
rates in areas where it is not subject 
to state regulation, as well as in the regu- 
lated territory, suggests that the high rate 
of return (now around 11 per cent but 
likely to be about 8.5 per cent in 1951) 
is not an indication that the earnings are 
vulnerable because of pressure for rate 
reductions. After allowing for new plant 
being constructed, the company’s rate 
base will be materially increased and its 
rate of return sharply reduced.” 

Iowa Power & Light Company is cur- 
rently around 23, yielding 6.1 per cent 
based on the projected $1.40 dividend 
rate. The company serves electricity and 
natural gas to a large area in central and 
western Iowa, and, contrary to general 
belief, this area (particularly around Des 
Moines) is expanding at a rapid rate. 
The company is fortunte in having nat- 
ural gas for about half of its boiler fuel 
and additional supplies of gas next year 
will replace higher cost coal. A new 
40,000-kilowatt generating plant will go 
into operation this year. On an independ- 


ent tax basis, earnings for 1949 may 
approximate $1.80 a share; $1.78 and 
$1.95 are projected for 1950 and 1951, 
respectively. 


| ee year the company acquired West- 
ern Iowa Power operating in an¢ 
around Council Bluffs, and other acquisi- 
tions would be logical, according to 
Geyer & Co. Revenues are about 75 pe 
cent electric, 24 per cent natural gas, 
and 1 per cent heat and ice. Electric 
revenues are 42 per cent residential and 
rural, 25 per cent commercial, and 19 
per cent industrial. The trend in the gas 
business has been sharply upward, with 
house-heating revenues tripling since 
1944 despite an inadequate supply. 
While plant account probably includes 
about $6,000,000 of plant acquisition 
adjustments, only about half this amount 
will probably be written off, with the 
balance amortized. Present capital ratios 
are 54 per cent debt, 9 per cent preferred 
stock, and 37 per cent common equity; 
the latter would be reduced to 34 per 
cent after the estimated write-off. J 
Iowa Public Service has operating 
revenues of over $18,000,000, and its net 
utility plant is $50,000,000. Pro forma 
earnings for the twelve months ended 
November 30th approximated $2.21, 
compared with $1.63 in the previous 
period. Dividends have been initiated at 
the rate of $1.20 per annum, thus afford- 
ing a current yield of 5} per cent based 
on the current price around 23, the low 
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yield reflecting the conservative pay-out. 
No equity financing is anticipated over 
the next two years; about $3,000,000 
bonds and $5,000,000 stock may be sold. 

Including 24,000-kilowatt generating 
capacity scheduled for installation by the 
end of 1951, nearly half the generating 
capacity will be only six years old or less 
at that time. 

The company serves a large area in the 
northern part of the state, also Sioux 
City in the western part and Waterloo 
and adjacent areas in the east (Small 
areas in South Dakota and Nebraska 
also are served.) Revenues are 73 per 
cent electric and 25 per cent gas. Electric 
revenues are 42 per cent residential and 
rural, and only 18 per cent industrial. 

Capital structure is 54 per cent debt, 
15 per cent preferred, and 31 per cent 
common equity. During the hearings on 
the merger plan, earnings of $2.16 for 
1950 and $2.27 for 1951 were forecast, 
but Geyer & Co. thinks that 1950 may 
exceed $2.30 a share. As stated before 
Iowa rates are not regulated. 


¥ 


Rate Increases in 1947-49 


4 > Edison Electric Institute points 
out that during the three years 
1947-49 there have been 186 requests for 
rate increases by 125 electric companies 
(presumably for both gas and electric in 
some cases) ; 174 of these petitions have 
™ been granted, 4 are still pending, and 
only 8 have been denied or withdrawn. 
Municipal plants and other government 
agencies during the same period made 
some 370 rate increases. 

Up to 1949 most applications were for 
permission to make greater use of fuel 
“escalator clauses” in rate structures. 
More recently applications for general 
increases have predominated. 


* 


What Kind of Stockholders Does 
A Utility Want? 


Ost industrial companies seek a 
wider distribution of their common 
stock so as to gain increased public in- 
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terest (as a protection, perhaps, against 
political persecution). Many big utilities 
such as American Telephone are justly 
proud of their large stockholders’ lists, 
including a heavy proportion of “widows 
and orphans” as an indication of investor 
confidence in their policies. 

A big stockholder list is not welcome, 
however, to the small utility which finds 
itself -burdened with heavy expenses for 
mailing reports, proxies, and other litera- 
ture, as well as the cost of disbursing 
dividends to such a large family. This is 
mainly the case where the stock has been 
split off from a large holding company, 
so that each stockholder in the big organi- 
zation received a fractional share in the 
relatively small subsidiary. 

Most of the utilities newly introduced 
to the investing public are anxious, 
however, to obtain a good backlog of 
local investors. Thus Texas Utilities 
Company found, after separation from 
American Power & Light, that only a 
small fraction of its stockholders lived in 
Texas. It persuaded the SEC to defer the 
listing of the new stock on a national 
stock exchange for a year, hoping during 
the interim to place a substantial part of 
the stock in the hands of Texans through 
the efforts of local over-counter brokers. 
The compensation in over-counter trans- 
actions is usually larger than the Stock 
Exchange commission. 

In a recent talk before the New York 
Society of Security Analysts, President 
Gadsby of Utah Power & Light displayed 
a map showing that 65 per cent of his 
company’s stock was held in the West 
compared with 18 per cent in New York, 
9 per cent in New England, 6 per cent 
in the Midwest, and 2 per cent in the 
South. (Based on number of stockholders 
the figures were even more impressive. ) 
This seems to indicate a sound relation- 
ship with local investors. 


* 


1949 Earnings of Electric and 
Gas Utilities 
LECTRIC utility companies reporting 
to the Federal Power Commission in 
the calendar year 1949 made the follow- 
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ing showing (see also accompanying 


chart, opposite page) : 
Percentage Changes 
Increase Decrease 
Number of Customers .... 
Kilowatt-hour Sales 
Revenues 
Expenses, Depreciation, 
and Taxes 
Operating Income from 
Other Services 
Gross Income 
Interest on Long-term Debt 14.4 
Miscellaneous Income 
Deductions 
Net Income 


34.6% 


During the year investment in electric 
utility plant increased 11.3 per cent, 
while the reserve for depreciation and 
amortization was up only 6.6 per cent, 
so that net utility plant increased 12.6 
per cent. 


our factors were important contribu- 
tors to the gain in net income: (1) 
While residential customers increased 
only 4.2 per cent, residential kilowatt- 
hour consumption was up 13.1 per cent, 


indicating a considerable increase in 
residential use of appliances, including 
television sets. However, residential 
revenues increased only 11 per cent; 
scattered rate increases allowed by state 
commissions were more than offset by 
the operation of fuel adjustment clauses 
and promotional rates for appliances. 
Thus the over-all rate for residential use 
of electricity continued its historic de- 
cline in 1949, 

(2) Fuel costs for the year were down 
8.9 per cent, reflecting lower prices for 
coal and oil (particularly the latter), 
moderate improvement in hydro opera- 
tions, and lessened use of obsolete gener- 
ating units as the industrial load declined 
and new and efficient plant units came 
into service. (3) Earnings from gas, 
transit, and other miscellaneous services 
showed a sharp “comeback,” resulting 
from emergency or interim rate increases, 
sharply lower oil prices in the first half 
of 1949, improved equipment, some 
transition to natural gas, etc. (4) Unfor- 
tunately the size of the credit for “interest 
charged to construction” is not indicated, 
but the increase in this item seems re- 
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flected in the sharp decrease in “other 
income deductions.” 


QO’ the $206,000,000 increase in reve- 
nues for the electric utilities in 1949, 
about $97,000,000 was carried down to 
net income. Fuel expense would normally 
have increased about 2 per cent (in pro- 
portion to kilowatt-hour output) or 
about $15,000,000, but instead declined 
$69,000,000 making a total gain of $84,- 
000,000. The improved earnings from gas 
and other services contributed some 
$15,000,000, so that these two items were 
responsible for the improvement in net 
income. The decrease in miscellaneous 
income deductions (largely nonoccur- 
ring) approximated $4,000 

For the month of December net income 
gained 11.4 per cent, although total sales 
of electricity increased less than 1 per 
cent over 1 

Natural gas companies reporting to 
the Federal Power Commission in the 
calendar year 1949 made the following 
showing : 

Percentage Changes § 
Increase Decrease 


Number of Customers .... 
MCF Sales 
Revenues 
Expenses, Depreciation, 
and Taxes 
Operating Income from 
Other Services 
Gross Income 8.9 
Interest on Long-term Debt 30.8 
Miscellaneous Income 
Deductions 
Net Income 


30.9% 


The natural gas companies had to pay | 
about $60,000,000 more for purchased 
gas in 1949, as compared with $104,000,- 
000 in increased revenues. Salaries and 
wages increased 9.5 per cent and other 
expenses 13.8 per cent. Thus the gain in 
gas operating income was only 6.8 per 
cent as contrasted with the electric utili- 
ties increase of 13.8 per cent in electric 
operating income. The natural gas com- 
panies were somewhat handicapped as 
to house-heating operations by warm 
weather conditions; residential sales in- 
creased slightly less than the number of 
customers. 
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The aggregate natural gas utility plant 
increased 14.8 per cent during the year, 
the reserve for depreciation and amorti- 
zation 7.7 per cent, and the net gas utility 
plant 17.6 per cent. 


* 


Proposed Amendments to the 
Securities Exchange Act of 1934 


HE Frear Bill (S 2408) now pend- 

ing in Congress proposes to extend 
SEC power over some 1,800 corporations 
with unlisted securities. This would re- 
quire any such company having $3,000,- 
000 in assets and 300 security holders to 
prepare informatory reports and proxy 
material similar to those required from 
companies with listed securities ; it would 
also make similar restrictions with re- 
spect to the trading privileges of officers 
of such companies. 

The bill has been strongly supported 
by the New York Society of Security 
Analysts, which was represented in hear- 
ings before the Senate Committee on 
Banking and Currency by Marvin 
Chandler, vice president of Reis & 
Chandler, Inc., and a member of the ex- 
ecutive committee of the society. The lat- 
ter committee’s vote was 17 to 1 (with 1 
member neutral) in favor of full disclo- 
sure of information by corporations 
whose securities are widely owned. The 
committee did not, however, take any 
position on the proxy regulation or “in- 
sider trading” aspects of the bill. 

Mr. Chandler in his testimony pointed 
out that of the 184 electric, gas, and wa- 
ter utilities of any importance, with com- 
mon stocks in public hands, 113 or 61 per 
cent remain unlisted. These companies 
have over $5 billion in assets and some 
96,000,000 common shares outstanding 
with a market value of over $2 billion. 
While they represent only about one- 
quarter of the total in terms of aggregate 
size of assets, etc., the list includes some 
well-known companies. 

Cyrus Eaton, principal stockholder of 
Otis & Co., had testified in opposition to 
the bill, stating that it should be known 
as “a proposal to increase the business of 
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the New York Stock Exchange and ex- 
pand the hamstringing activities of the 
SEC.” 


CHANDLER in his testimony § 


R. 

M pointed out that the new require- 
ments would not necessarily mean that 
the utilities with over-counter stocks had 
failed to list their stocks in order to avoid 
the present requirements. He said that 
some of them had bonds and stocks listed, 
so that registration statements are filed 
with the SEC under the 1934 Act. “The 
managements,” he said, “must be con- 
vinced that continuance of unlisted trad- 
ing in their common stocks is a prudent 
policy not because they can avoid filing 
certain reports with the SEC but because 
the over-the-counter market constitutes 
a better market for their shares than list- 
ing on a national exchange. Surely many 
of the industrial companies’ stocks now 
in the unlisted markets are there for the 
same reasons as are those utility compa- 
nies, and avoidance of filing of basic fi- 
nancial information is not one of them. 
. . . Utility companies have been living 
in the proverbial ‘goldfish bowl’ for many 
years and their decisions as to whether 
or not to list their common stocks cannot 
be said to rest on the issue of filing regis- 
tration statements under the 1934 Act. 
. .. I do not believe that passage of this 
bill will mean a death blow to the over- 
the-counter market. 

“There may be cases where because of 
an unusual competitive situation or for 
other reasons, disclosure of financial in- 
formation would be unnecessary or harm- 
ful rather than helpful to security holders. 
The SEC certainly should be given power 
to grant specific exemptions in instances 
of this type.” 

Mr. Chandler held that “the over-the- 
counter market-undoubtedly has a real 
place in the country’s financial machinery 
because for many types of issues it con- 
stitutes a better market than an exchange. 
However, its usefulness as a market 
should be established on its ability to pro- 
vide a better trading place in the instances 
where it can do so, but without reference 
to the situation as to proper standards 
of disclosure.” 
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RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 


3/21/50 Indicated Share Earnings———— 
Price Dividend “pyres. 12 Mos. Cur. Prev. %In 
About Rate teld Ended Period Period crease 
Natural Gas—Retail 
Arkansas Natural Gas .... $ .60 
Atlanta Gas Light 22 1.20 
Columbia Gas System .... 75 
ee Ee, ae 75 
Consol. Nat. Gas 2.00 
Houston Nat. Gas 80 
Indiana Gas & Water .... 1.20 
Kansas-Neb. Nat. Gas .... 1.00 
Laclede Gas Light .20 
Lone Star Gas 
Minneapolis Gas 
Mission Oil 
(Mobile Gas Service 
Montana-Dakota Util. .... 
National Fuel Gas 
Okla. Natural Gas 
Pacific Lighting 
Pacific Pub. Service 
Peoples Gas L. & C. ...... 
Rio Grande Valley 
Rockland Gas 
Southern Union Gas 
Southwest Nat. Gas 
United Gas 
Washington Gas Light .... 
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Averages 
Natural Gas—W holesale and Pipeline 


American Natural Gas .... 
El Paso Nat. Gas 
Interstate Nat. Gas 
Mississippi Riv. Fuel 
Missouri-Kansas P.L. .... 
Mountain Fuel Supply .... 
Northern Nat. Gas 
Panhandle East. P.L. ..... 
Republic Natural Gas .... 
Southern Nat. Gas 
Southern Production al. 
Southwest Gas Prod. ..... — — : 47 14 236 
Tenn, Gas Trans. .......- 1.40&Stk.4.4 ’ 1.65** 1.27** 30 
Texas Gas Trans. ........ — —_ ‘ 81 66 23 
Texas East. Trans, ....... 64%&Stk.— ‘ 158 118 34 


Averages 4.2% 


Manufactured Gas—Retail 
Bridgeport Gas 

Brockton Gas Lt, ........- 
Brooklyn Union Gas 
Hartford Gas 

Haverhill Gas Lt. ........ 
Jacksonville Gas 

Kings County Ltg. .......-. 
New Haven Gas Light .... 
Providence 

Seattle Gas 

United Gas Improvement.. 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, 
AND WATER COMPANIES 


3/21/50 {adiosted ry r — —~< % Ie 
° . ur. rev. 
i= ae Ended Period Period crease 
Telephone Companies 
Bell System 

Amer. Tel. & Tel. .......+. 152 
Cinn, & Sub. Bell Tel. .... 
Mountain Sts. T. & T. .... 
New England Tel. ........ 
racthe Te, & TE. 2.0.00 
So. New Eng. Tel. ....... 


Averages 

Independents 
Associated Tel, A 
General Telephone 
POMOMENT TG, cc ccccccces 
O Rochester Tel. ........... 
Transit Companies 
Chicago S.S. & S.B. ...... 
a) 3 ee 
Dallas Ry. & Term, ....... 
Duluth Sup, Trans. ...... 
Kansas City Pub. Ser. .... 
Los Angeles Transit 
Nat'l. City Lines 
Phila. Transit 
Rochester Transit 
St. Louis Pub. Ser, A 
Syracuse Transit 
United Transit 
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Water Companies 

Holding Companies 
Amer, Water Works 
N. Y. Water Service 

Operating Companies 
Bridgeport Hydraulic .. 
Calif. Water Serv. 
Elizabethtown Water 
Hackensack Water 
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Indianapolis Water 
Jamaica Water Supply ... 
Middlesex Water 

New Haven Water 

Ohio Water Serv. ........ 
Phila. & Sub. Water 
Plainfield Union Wt. ..... 
San Jose Water ......... 
Scranton-Spring Brook ... 
Southern Cal. Water 
Stamford Water 

West Va. Water Serv. ... 
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D—Decrease or deficit. E—Estimated. C—Curb Exchange. O—Over-counter or out-of- 
town exchange. S—New York Stock Exchange. *Based on average number of shares outstand- 
ing. **Based on present number of shares now outstanding. PF—Pro forma. #Nine months 
ended September 30, 1949. +—Seven months ended July 31st. 
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What Others Think 


By-product Public Relations 


AN example of how public relations 
benefits and profit can come from 
a carefully planned community relations 
program is illustrated in an article ap- 
pearing in the February issue of the 
Country Gentleman magazine. The story 
deals with the activities of Clint Spurr, 
president of the Monongahela Power 
Company, of Fairmont, West Virginia, 
and his plan to increase the power com- 
pany’s business by making its customers 
as prosperous as possible. 

Spurr is reported as saying: “How 
can you sell power to a farmer who isn’t 
prosperous enough to buy it? Help him 
to be prosperous and he will use power— 
the more prosperity, the more power. 
Everything we do has to be justified in 
dollars and cents in the long run. Let’s 
be frank about that.” 

The utility executive’s program ap- 
pears to be bearing fruit—and not only 
in the power company’s profit and loss 
statement. One local newspaper editor, 
long a public power advocate, has re- 
marked : “The reason I switched to pri- 
vate power is the job the power company 
is doing on developing our communities. 
It’s a better job than the government can 
do, and much cheaper on us taxpayers.” 

Spurr invariably emphasizes its “good 
business” aspects. Recently, in accepting 
the Gantt medal for 1949—awarded by 
the American Management Association 
and the American Society of Me- 
chanical Engineers, for industrial leader- 
ship in community work—Spurr told 
business leaders of his long-range and en- 
lightened notion of making money : “The 
customer must make money first, before 
we do. So working for our communities 
and customers is good business.” 

The program of the utility centers 
around an organization it founded, 
called the Upper Monongahela Valley As- 
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sociation. This association enjoys the 
support of newspapers, business leaders, 
and other civic groups, and has been set 
up to treat the social and economic ills of 
ten West Virginia counties. These coun- 
ties had previously been the subject of 
Federal investigation because of their 
marginal economic status and only 
by some slim chance did they escape be- 
coming the basis for a small TVA op- 
eration. It was on the basis of narrowly 
escaping Federal organization that Spurr 
and his associates became determined to 
take local steps to improve the com- 
munity. 


INCE agriculture was the industry 

which lagged most in modern 
methods, Spurr started his territorial de- 
velopment department to help UMVA. 
In this department are employed five ex- 
county agents and vocational agricultural 
teachers who direct the Farming for Bet- 
ter Living program. In addition, the staff 
also includes a conservationist, a farm 
management counselor, and a forester 
who work in their fields on a regional 
basis. They sell only better farming. 
Some of the accomplishments of the 
UMVA in the field of improving agri- 
cultural conditions can best be shown by 
listing some of their activities : 


1. A sound and movie truck traveled 
190,000 miles and showed good farm- 
ing films to 200,000. 

2. The UMVA promoted a potato 
marketing co-op, joining the growers 
under the name “Upper Ten,” and 
packing in uniform, brand-named 
sacks. This activity alone increased 
the demand more than 700 per cent, 
and the farmers got 30 to 40 cents more 
a bushel. 

3. This “Upper Ten” idea was like- 
wise applied to buckwheat flour mills. 
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This campaign has culminated in the 
annual buckwheat festival with queen 
and a feast of country sausage and 
Preston county maple syrup. 

4. A strawberry festival and straw- 
berry promotion resulted from similar 
activities in an area especially suited 
to strawberry production. 


MVA and other local groups pre- 

vailed on the Carnation milk people 
to come into the area. In view of this, 
substandard milk-producing conditions 
are being improved by the association 
through its long-range program of im- 
proving the quality of the dairy herds. 
The 10-county program has now ex- 
panded to 25 counties and about 2,000 
families are constantly encouraged to 
practice the improvement program on 
their individual farms. Progressive farm- 
ing suggestions have been incorporated in 
a 36-page booklet which reaches these 
families. The last half of the booklet is 
devoted to a questionnaire quizzing the 


farmers on various improvements which 
they may or may not have made. Prizes 
for the best questionnaire are then award- 
ed at regional banquets where the most 
progressive farmers are honored. 

The power company’s staff of ex- 
county agents all carry cameras and write 
news stories ; these stories are readily ac- 
cepted by the local newspapers so that the 
papers cafry an unusual amount of farm 
publicity. The power company meter 
readers also distribute a monthly paper, 
Farm Chats, which is three-fourths pic- 
tures and accounts of good farm enter- 
prises. It also may tell how to wire a barn 
or build an electrical pig brooder. 

Spurr describes the program as “de- 
velopment” when he says: “Don’t think 
of all this work as public relations. It’s 
development. But you’re bound to get a 
by-product of good public relations. A 
power company might even get out of the 
public doghouse some day, though every- 
body knows that’s asking a lot!” 

—D. T. B. 





The Story of Big Creek 


Fh biographies of men of note and 
accomplishment, on the American 
scene, are common in our literature. As 
to great business undertakings, and large 
and difficult engineering enterprises, 
which have contributed so much to the 
American way of life, however, it would 
seem that they have been thus chronicled 
with relative infrequency. 

This seems to be true of the electric 
power industry, as evidenced, for exam- 
ple, in the hydroelectric installations built 
by private enterprise in various sections 
of this country. We tend to overlook them 
in the lush and largely free publicity ac- 
corded to government ventures. Yet some 
of the original private company projects 
were started years ago, and the capacity 
of the developments quietly added to 
from time to time, in order to meet the 
ever-increasing demand for electric serv- 
ice. 

An account of such an undertaking has 
recently been published in The Story 
of Big Creek. This was a pioneer hydro 
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project of the Southern California Edi- 
son Company, and its predecessors, in 
the High Sierra of central California. 
The author is David H. Redinger, the 
resident engineer, who was intimately 
associated with the continuing construc- 
tion activities of this great hydro enter- 
prise, over a long period of years. 

It is an intriguing recital of the im- 
agination and courage characteristic of 
American enterprise. Through its pages, 
the vital part played by the investment 
of venture capital risked by individuals 
—in enterprises headed by practical men 
of vision—clearly emerges. 


“ate foreword, by W. C. Mullendore, 
president of the Southern California 
Edison Company, suggests why the book 
is, in fact, a “biography” of one of this 
country’s outstanding hydroelectric de- 
velopments. He states: 


This is a biography of a great engi- 
neering project, written by David H. 
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“THE WATER COMPANY’S COLLECTION DEPARTMENT CERTAINLY IS 
PERSISTENT ABOUT THE BOSS’ UNPAID BILL!” 


Redinger, resident engineer, whose 
life and career were builded into the 
Big Creek hydroelectric project. This 
story was not written for publication 
as a book, but rather as a report and 
history for the records of Southern 
California Edison Company. It has 
seemed to us, however, that it is a docu- 
ment of too great significance to be 
buried in the archives of our company. 
What is its significance? It is an 
outstanding story of the golden age of 
American development. Here again is 
a stirring and inspiring example of the 
work of free men, self-reliant men, men 
who did not wait to have society or 
government underwrite the risk. 
Today, Americans perform equally 
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great miracles of construction but too 
often we turn to “government” to un- 
derwrite the risk, parroting a stultify- 
ing statement to the effect that the un- 
dertaking is “too big for private enter- 
prise.” 

This is a story of the older America 
—a brilliant example of the courage 
and vision of men who never thought 
of asking government to underwrite 
their risk because it was “too big” for 
them as private citizens. 

From the earliest conception of the 
project of John Eastwood, through the 
building of a railroad into the High 
Sierra in 157 days, to unprecedented © 
road building, tunneling, dam build- 
ing, “snowed-in” construction camps 
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at high altitudes, and similar unsung 
exploits, this is a story not of “heroic” 
men but of just straight-thinking, hard- 
working Americans of the old school. 


HE book has 182 pages of text— 

with additional pages of descriptive 
illustrations. The preface outlines the 
scope of the project as noted in the fol- 
lowing excerpts: 


In 1911 the Pacific Light & Power 
Corporation undertook one of the 
greatest water-power developments in 
the world—the Big Creek-San Joaquin 
project in the High Sierra of central 
California. .. . 

This tremendous development, which 
was brought to its present stage of 
completion in 1929 by the Southern 
California Edison Company, which ab- 
sorbed Pacific Light & Power Corpo- 
ration in 1917, is situated in Fresno 
county, about sixty miles northeast of 
the city of Fresno and approximately 
270 miles from Los Angeles. It is a 
composite of three major artificial 
lakes created by the construction of six 
dams, eight tunnels—the longest the 
13.5-mile Ward tunnel—and a series 
of five powerhouses whose 16 units 
utilize the water from a drainage area 
of approximately 1,050 square miles. 


The key project of the development 
of the Big Creek-San Joaquin hydro- 
electric power resources was the con- 
struction of Ward tunnel . . . between 
Florence and Huntington lakes. The 


installation of additional units in 
powerhouses No. 1 and No. 2 and the 
construction of No. 3 and No. 8 
necessitated the utilization of water 
that was available in large volume in 
the upper drainage areas of the South 
Fork of the San Joaquin river. This 
drainage area, however, was separated 
from the Huntington Lake reservoir 
area by Kaiser Ridge, a barrier of solid 
granite nearly eleven miles in width 
and reaching an elevation of 9,300 feet. 
The drainage area beyond the barrier 
was tapped by the construction of 
Ward tunnel through Kaiser Ridge. 


APR. 13, 1950 


The tunnel is 15 feet in width, 15 feet 
high, and is built on a mean grade of 
17.2 feet per mile. ... 

The creation of this vast water-pow- 
er development has brought many bene- 
fits to central and southern California. 
As a source of electricity, it supplies 
428,000 kilowatts of the Edison Com- 
pany’s combined hydroelectric and 
fuel-electric generating capacity of 1,- 
582,855 kilowatts. 

It further acts as a water conserva- 
tion and flood prevention measure. The 
water that makes the electricity even- 
tually is used for irrigation of the great 
San Joaquin valley, the largest agri- 
cultural region in California. The de- 
velopment program likewise opened to 
the public, through the construction of 
numerous roads, a vast mountain 
playground otherwise virtually inac- 
cessible. 


a P= story of Big Creek is told by Red- 
inger in a running account of the 
progress of the construction of the proj- 
ect in its various successive stages. Spe- 
cial engineering features are naturally 
stressed. But one also finds a number of 
human interest items involving key fig- 
ures among the thousands of men, scat- 
tered over a large area, who were em- 
ployed for several years on the project. 

One such factor was the amount of 
hand labor which had to be done, in con- 
trast with the availability nowadays of 
so much earth-moving and other motor- 
ized construction equipment. Despite 
such early handicaps, not only had the 
men who conceived and directed this ven- 
ture the courage of their convictions, but 
the bosses and workmen willingly tackled 
jobs which, with the tools and equipment 
then in use, might well strike a modern 
engineer as hopelessly difficult. 

Again, there was the necessity of pro- 
viding housing and food for thousands 
of men, whose work was carried on far 
from any established base of supplies. 

Transportation was one of the first fa- 
cilities to be provided, so as to bring into 
this high, isolated mountain region, ma- 
terials and supplies of all kinds, as well as 
people. A 56-mile, standard gauge rail- 
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soad (connecting with a main line in the 
valley) was built to the headquarters 
community, set up for the project, at 
Big Creek in the High Sierra. The trains 
carrying supplies from the valley climbed 
steadily to their destination, negotiating 
1,100 curves en route. A ride over this 
railroad afforded plenty of thrills, well re- 
called by this writer, who visited, in 1925, 
the Big Creek project. 

Roads for mule teams—later for auto- 
mobile travel—were blasted out of solid 
granite, to reach outlying construction 
camps. And, in winter, when mountain 
snows were deep, a crack team of trained 
dogs and their driver—brought from 
Alaska—took medicine, mail, and light 
supplies over Kaiser Pass by sled, to a 
construction camp beyond the divide. 
One chapter of this story is devoted to 
these capable, intelligent animals and the 
man—a very real person—who drove 
and cared for them. 

Quick and dependable communication 
between headquarters and the numerous 
outlying construction camps was most 
important. To provide 24-hour service, 
a radio system was installed. In addition, 
there were private telephone and tele- 
graph facilities to the Edison Company’s 
offices in Los Angeles. 


A VIVID description of the construction 
of the 134-mile Ward tunnel, the 
key project of the development, fills a 
chapter. This great bore was driven 
through the tough granite of Kaiser 
Pass, to carry water from the east side of 
the divide to the west side—putting it to 
beneficial use in this great hydro system. 


The author comments upon the many 
construction difficulties met and solved 
on this underground job. He mentions 
also that men working in a tunnel have 
to eat at mealtime, just as well as those 
on surface jobs. In the following para- 
graph Mr. Redinger tells how “dining 
car” service was provided for tunnel 
workmen : 


As the Florence Lake tunnel head- 
ings in the longer sections progressed, 
they were so far underground that it 
was impracticable to transport the men 
in and out for meals. To do so would 
have taken about two hours for a 3- 
to 6-mile round trip. For the midshift 
meal, a unique dining car service was 
established, which took the food to the 
men and served it near the heading. 
These trains consisted of five electric- 
lighted flat cars—three equipped with 
tables and benches, the other two with 
racks holding the food in hot contain- 
ers. Help from the mess hall served as 
if it were a regular dining room. One 
of those underground meals was a 
novel experience, and I do not recall 
ever hearing a complaint. It was very 
much more comfortable inside than out, 
cool in summer and warm in winter. 


The author has developed his story so 
as to bring out the varied factors which 
enter into the construction job. Thus the 
reader gets a clear picture of the many 
sided ramifications and the vast scope of 
the undertaking. In addition, the passages 
referring to “men on the job” add to the 
readability and entertainment of the 
story. 





Gas Promotion in 1950 


4 American Gas Association will 
continue a policy of long-range plan- 
ning of its promotion and advertising 
schedules, in order to better enable its 
utility companies, manufacturing com- 
panies, and dealer members to codrdinate 
their sales as was done with outstand- 
ing success in 1949. Promotion plans for 
1950 were to be outlined on a nation-wide 
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basis in seven regional sales meetings 
held in various parts of the country 
during late February and early March. 
These meetings, which were sponsored by 
the residential section of AGA, were to 
be held in Boston, St. Louis, Pittsburgh, 
Houston, and Milwaukee. A New York 
meeting and a second southern meeting in 
Birmingham, Alabama, would complete 
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the schedule for the early months of 
1950. 

At each meeting there was to be a com- 
plete presentation of the year’s promo- 
tional plans. Sales executives attending 
would be given a presentation of the AGA 
1950 sales promotion calendar published 
by the AGA Promotion Bureau, which 
lists for each month the sales promotional 
activities scheduled throughout the year. 
A schedule of AGA national advertising 
is also shown on the calendar. With this 
reference in hand it is hoped that the 
utilities and the dealers will codrdinate 
their own advertising campaigns to coin- 
cide with the national program to 
maximum effectiveness. 


The first part of the 1950 program, 
which was to run through January and 
February, was designated “clean up 
and size ’em up” months. New devices 
such as the automatic gas laundry dryer, 
1950 gas refrigerator, gas house heating, 
air conditioning, and incineration devices 
were to be featured and promoted. The 
second phase of this year’s program will 
center around the Easter Parade and will 
be entitled “The Spring Style Show.” 
The new styles and facts on modern gas 
ranges will be launched in an atmosphere 
of new hat styles and spring clothes. 
Individual utilities will be urged to stage 
local style shows, either individually or 
in conjunction with local dealers. 





Restrictions on Gas House Heating 
Lifted in Many Areas 


Ox: utility companies in the United 
States serving approximately 3,- 
000,000 customers lifted gas house-heat- 
ing restrictions in the period between 
June 30, 1948, and May 1, 1949, H, Carl 
Wolf, managing director, American Gas 
Association reported sometime ago. As a 
result of easing of the bans, caused prin- 
cipally by shortages of steel and other 
vital materials in the postwar years, the 
gas industry during the 1949-50 season 
expects to add more than 693,000 resi- 
dential gas house-heating customers to 
the 6,600,000 families now using gas for 
space and central house heating. 

The association’s bureau of statistics 
recently completed a national survey of 
gas utility companies serving 19,750,000 
residential customers, equivalent to 94 
per cent of all gas utility customers in 
this country, Mr. Wolf reported. Also 
surveyed were gas companies serving 
255,000 Canadian customers. These 
Canadian gas utility companies expected 
to add more than 5,400 new gas house- 
heating customers this winter. 

The survey shows that as of May 1, 
1949, approximately 9,350,000 of the 
total of 19,750,000 studied residential 


gas customers in the United States were 
not subject to any house-heating restric- 
tions. It was expected that restrictions 
covering an additional 1,300,000 custom- 
ers would be lifted before the end of 1949, 
leaving approximately 9,100,000 cus- 
tomers stil] subject to some form of re- 
strictions at the beginning of 1950. This 
latter group of customers includes 2,- 
800,000 customers supplied by natural 
gas companies, 4,800,000 by manufac- 
tured gas companies, 1,400,000 by mixed 
gas companies, and the remainder by 
liquefied petroleum gas companies. A 
considerable number of this last group 
expect to lift restrictions in whole or in 
part during the first half of 1950. 

The largest group of customers still 
affected by partial or complete restric- 
tions is within the manufactured and 
mixed gas territory, Mr. Wolf pointed 
out. A large part of the tremendous ex- 
pansion of our natural gas pipe-line sys- 
tems that is now under way is directed 
toward bringing natural gas to these 
areas. 

Availability of natural gas in these 
territories will go a long way toward end- 
ing all restrictions on gas house heating. 
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The March of 
Events 


“a 


In General 


Coal Industry Not Sick 


HE soft coal industry of the United 

States is not “sick,” but does need 
some aid from government, the union, 
and consumers, according to George H. 
Love, president of the Pittsburgh Con- 
solidation Coal Company. 

In a recent announcement of the com- 
pany’s advance in coal prices at the mine, 
Mr. Love said the coal industry can con- 
tinue “as a modern progressive industry 
under a free enterprise system,” but cer- 
tain outside aid is mandatory. 

Government assistance that would be 
beneficial, Mr. Love said, would be to 
give the coal industry the same tax dele- 
tion allowance the natural gas and oil in- 
dustries now get; curb dumping of 
foreign oil in the nation’s coal markets ; 
and enforce the Taft-Hartley Act. 

The miners’ union, he declared, must 
carry out its contract in good faith ; con- 
tinue codperation with the industry to 
produce more tons per man; and limit 
future demands to those which will actu- 
ally benefit the miners in total earnings. 

Customer obligations, Mr. Love con- 
tinued, are to buy coal as cheaply as pos- 
sible, value considered ; avoid exploiting 
the industry ; and limit purchases to those 
producers who are in business “to make 
coal mining a better industry throughout 
the years,” not just for a day. 


TVA Personnel Drops 


ERSONNEL of the Tennessee Valley 
Authority totaled 12,342 in January 
as compared with 12,864 in December— 
a decline of 522, according to a report of 
the Joint (Byrd) Committee on Reduc- 
tion of Nonessential Federal Expendi- 
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tures. Other agency personnel declines 
reported by the committee included : Fed- 
eral Communications Commission, Fed- 
eral Power Commission, and the Securi- 
ties and Exchange Commission, seven 
each. 


Bus Lines Fight Traffic Drop 


NTERCITY bus operators, confronted 
with rising costs and falling traffic, 

are readying new services designed to at- 
tract greater patronage and at the same 
time bring expenditures to lower levels. 
Bus travel in 1949 dropped 9 per cent 
from 1948’s 23.6 billion revenue passen- 
ger miles, and the trend has continued 
downward during the first quarter of 
1950. 

To check the decline, and, it is hoped, 
draw more patrons, the big operators— 
among them Greyhound, National Trail- 
ways, and American Bus Lines, Inc.— 
plan the elimination of bus stops and 
changes on the longer runs, and food 
facilities aboard many of the larger 
vehicles. 

Bus operators do not feel that they are 
losing patronage to either the railways 
or the airlines, but attribute the decline 
to the increasing numbers of automobiles 
available to individual travelers. Per- 
haps, they say, the elimination of stops 
and the shortening of schedules, especially 
on the longer runs, will regain some of 
the traffic lost to private autos. 

One innovation to speed service is the 
installation of snack bars on the busses 
on the long runs. The idea is to cut the 
stops necessary to let passengers eat. 
American Bus Lines, Inc., has equipped 
10 of its 24 busses on the New York-St. 
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Louis, and New York-Chicago runs with 
snack bars costing about $2,500 each. 
Passengers are charged $1.50 extra for 
the privilege of riding these busses, and 
can get coffee and sandwiches from a 
steward for the price of the food. 

The bar takes the space for four pas- 
sengers on a 37-passenger bus, and the 
steward’s salary cuts into revenue, but, 
according to American’s Vice President 
John B. Tigrett, the service more than 
supports itself. He recently said the 
snack bars have upped travel on the two 
routes nearly 60 per cent. 

Two of the major lines are studying 
new types of vehicles to attract more 
passengers. They plan new “deck-and-a- 
half” busses with a stepped-up rear deck 
giving an unobstructed view of the road, 
similar to the vista dome railroad coach. 

Rising costs are besetting the bus op- 
erators. More costly are drivers’ wages, 
busses, parts, license fees, bridge tolls, 
mileage taxes, and labor of all types. 
Efforts to offset these increased costs in- 
clude the renting of wiping cloths instead 
of buying them, selling waste paper ac- 


cumulated at the larger garages and 
terminals, and replacing door tenders 
with electric eyes. 


Cities Adopt FEPC 


IGHT cities — Chicago, Minneapolis, 
Philadelphia, Cleveland, Milwau- 
kee, Cincinnati, Richmond (California), 
and Phoenix (Arizona)—now have fair 
employment practices laws, but with 
some variations. Cleveland, Chicago, 
Minneapolis, and Philadelphia have 
ordinances that require both public and 
private employers to hire workers on the 
basis of qualifications for the job, re- 
gardless of race, color, religion, or na- 
tional origin. 

Fair employment practice acts in Mil- 
waukee, Phoenix, and Richmond apply 
only to city governments and their con- 
tract or franchise holders, while the Cin- 
cinnati law applies to city employees 
only. 

In the meanwhile, there are indications 
that a House-passed FEPC law faces 
lengthy filibuster and ultimate defeat in 
the United States Senate. 


California 


Government Refused Rate 
Rehearing 


HE state public utilities commission 

recently denied a Federal govern- 
ment request to reopen its case against 
the Pacific Gas and Electric Company 
for lower rates on power furnished to 
Federal facilities. The commission pre- 
viously had decided the case in favor of 
the utility company. 

Reopening of the case would lead to 
confusion, the commission said in deny- 
ing the government’s request, adding 
that the government will have to pay 


the same price as the average consumer 
for power furnished to 24 Federal facil- 
ities in northern California. 

The government asked that PG&E be 
required to carry Federal power from 
such publicly owned production plants 
as Shasta dam to Navy Yards, Army 
camps, and other Federal installations 
for a service charge only. 

Under the ruling refusing the gov- 
ernment’s original request, PG&E con- 
tinued to buy power from the United 
States Bureau of Reclamation at Shasta 
dam and resell it at higher rates to other 
Federal installations. 


Illinois 


Rate Review Welcomed 


EOPLES Gas Licut & CoKE COMPANY 
welcomes the sweeping review of its 
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rate structure recently ordered by the 
state, according to Board Chairman 
James F. Oates, Jr., who said the com- 
pany believes the review to be “timely.” 
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He added that the company had been 
faced with sizable increases in wages and 
costs of materials. The company, he said, 
anticipated the price to be paid for addi- 
tional gas from a new pipeline in 1951 
will be more than double the cost of nat- 
ural gas now being purchased. 

The state’s order arose out of recent 
hearings on the company’s pending re- 
quest for a 30 per cent increase in rates 
to industrial and commercial consumers 


who buy gas on an interruptible basis. 
The city of Chicago in February asked 
leave to intervene in that proceeding and 
recommended an investigation of the 
company’s rate structure as part of it. 
The state regulatory body agreed a probe 
was needed, but on a much broader scale, 
denying the city’s request to enter the 
interruptible case, but specifying that it 
has a right to become a party to the new 
one. 


Indiana 


Record Year for IP&L 


oe, recently published annual report 
of the Indianapolis Power & Light 
Company revealed 1949 to have been the 
largest year in the company’s history. 
Customer consumption of power jumped 
51,000,000 kilowatt hours to reach an all- 
time high of 1,176,990,000, while income 
rose $1,300,000. 


During the year, the utility spent $12,- 
000 on additions and improvements 
as part of its $53,800,000 program 
planned for the six years 1947-52, inclu- 
sive. Completed was the first 40,000-kilo- 
watt unit at its new White river plant; 
also, work was carried forward on the 
second unit, which will go into produc- 
tion during May. 


* 
Kentucky 


Rural Co-op Rates Hiked 


ee public service commission has 
granted the Henderson-Union Ru- 
ral Electric Codperative a rate increase 
estimated to yield $31,200 a year. More 


than half of the revenue gain will come 
from a raise in the minimum monthly 
charge from $2.75 to $3. The codpera- 
tive’s 5,500 membership is spread over 
Henderson, Union, Webster, Crittenden, 
Caldwell, Hopkins, and Lyon counties. 


Louisiana 


UGC Expansion Announced 


oe Gas companies, of Shreve- 
port, has announced through N. C. 
McGowen, president, a 1950 program 
that will call for the expenditure of ap- 
proximately $36,000,000 for expansion 
and improvement of facilities in the Gulf 
coast states. 


The announcement stated that the 
planned extensions will bring natural gas 
facilities to approximately 34,000 con- 
sumers that have been without the serv- 
ice. A total of $7,500,000 of the expan- 
sion fund will be used to bring natural 
gas to cities now without it. 

United Gas Pipe Line Company will 
get $22,000,000 of the total. 


we 
Maryland 


BTC Adds Four to Board 


Ei Baltimore Transit Company has 
voted to add four prominent busi- 
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ness and professional men to its board 
of directors. A. B. Haneke, president of 
the company has announced that all four 
have accepted invitations to serve. 
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The new members, who will take of- 
fice the latter part of this month, are: 
Clarence E. Elderkin, executive vice 
president and treasurer, Consolidated 
Engineering Company, Inc.; John C. 


Legg, Jr., partner, John C. Legg & Com- 
pany; John T. Menzies, president, 
Crosse & Blackwell; and Hooper S. 
Miles, chairman of the board of directors, 
Baltimore National Bank. 


* 
Michigan 


Approve Sale of Municipal Plant 


Y a vote of 650 to 256, residents of 
Blissfield have approved sale of the 
village electric plant and distribution sys- 
tem to Consumers Power Company for 
$250,000, at the same time granting Con- 
sumers a franchise to supply service in 
the village. Vote on the franchise was 
656 for, 257 against, the largest vote ever 
recorded in Blissfield. 

The company plans to take over the 
village electric plant some time prior to 
May 15th. It will be retired from service 
and the village supplied from the com- 
pany’s statewide network of transmission 
lines, which passes two miles south of 
Blissfield. Work on a new substation is 
expected to begin the latter part of this 
month. 


Rate Boost Upheld 


$13,080,000 rate increase granted 

the Detroit Edison Company in 
January, 1949, has been upheld by Cir- 
cuit Judge Marvin J. Salmon. 

The city of Detroit had protested that 
the public service commission erred legal- 
ly in authorizing the rate schedules. 

Objections, Judge Salmon explained, 
were based on contentions that the in- 
crease was excessive ; the January order 
was an unlawful attempt to validate 
retroactively a temporary raise granted 
last July ; the commission’s staff had sup- 
plied information relative to electric op- 
erating expenses as distinct from steam 
and gas operations ; and that the electric 
department had been charged with all 
the company’s welfare and pension fund. 


Montana 


MPC Gets Federal Power 


ECRETARY of Interior Oscar L. Chap- 

man has approved execution of a 
contract between the Bonneville Power 
Administration and the Montana Power 
Company for purchase by the latter of up 
to 50,000 kilowatts of power from the 
Hungry Horse development. The con- 
tract was executed in Portland, Oregon, 
March 18th, by Bonneville Power Ad- 


New 
To Fight a St. Lawrence “TVA” 


T has been stated by a spokesman for 
Governor Thomas E. Dewey that the 
New York State Power Authority will 
stage an all-out fight to prevent the gov- 
ernment from establishing a Tennessee 
Valley Authority-type development on 
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ministrator Paul J. Raver and F. W. 
Bird, president and general manager, 
Montana Power Company, of Butte. 
Basic rate will be $17.50 a kilowatt year. 

First deliveries of Hungry Horse pow- 
er to the company west of the continental 
divide up to 50,000 kilowatts are expected 
to start in the fall of 1952, with substan- 
tial increases in the amount by the fall of 
the next and succeeding years. 


* 
York 


the St. Lawrence and Niagara rivers. 
The statement was made simultaneously 
with the announcement of the appoint- 
ment of three of the governor’s top ad- 
visers as members of the State Power 
Authority. 

Those appointed were John E. Burton, 
state budget director; Elliott V. Bell, 
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chairman of the executive committee of 
the McGraw-Hill Publisting Company ; 
and Hickman Powell, free-lance maga- 
zine writer, who has been a close political 
adviser of the governor for several years. 

Commenting further on the appoint- 
ments, the spokesman declared: “These 
appointments are the start of a full- 
fledged fight to prevent the Federal gov- 
ernment from encroaching on power 
resources which belong to the people of 
New York state. 


“We think that the people of New 
York state should have the power derived 
from the St. Lawrence and Niagara 
rivers. We will do everything we can 
to stop a little TVA in New York state.” 

He also said the appointments meant 
a “relentless” fight by the Dewey admin- 
istration to compel President Truman 
to sign the state’s application for the 
right to develop the two rivers’ water- 
power potentialities for the benefit of the 
people of the state. 


South Carolina 


Merger Gets Approval 

HE South Carolina Public Service 

Commission has issued an order ap- 
proving a merger of the South Carolina 
Electric & Gas Company and its sub- 
sidiary, the South Carolina Power Com- 
pany, of Charleston. The order included 


a proviso that both companies would 
have to continue their present rates to 
consumers until the commission allowed 
them to raise rates. The merger, accord- 
ing to officials of SCE&G, was designed 
to permit a program of expansion and 
improvements. 


Virginia 


Sign New Employment Contract 
‘rz Virginia Electric & Power Com- 

pany and representatives of the 
International Brotherhood of Electrical 
Workers recently signed a_ contract 
granting a 4 per cent wage increase to 
about 2,500 company employees, effec- 
tive April Ist. 

Negotiations on the new contract 
never passed the first conference stage 
under the Virginia Public Utilities Labor 
Relations Act. Thus, terms were reached 


without negotiations wandering through 
all phases of the state law’s process as 
they did a year ago when the union 
threatened a strike and the governor had 
prepared to seize the company before fi- 
nal agreement was reached. 

In addition to the 4 per cent pay raise, 
the new contract provides six paid holi- 
days a year to shift and nonshift em- 
ployees; two days off for employees in 
event of death in their immediate fam- 
ilies ; and two-week pay periods. 


Wisconsin 


Voluntary Gas Rate Reduction 


TS Madison Gas & Electric Com- 
pany voluntarily cut its natural gas 
rates 9} per cent, effective March 20th. 
The cut was submitted to the public serv- 
ice commission, which gave immediate 
approval. 

The company estimated the reduction 
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would save consumers $150,000 a year. 
This reduction follows almost on the 
heels of a 16 per cent reduction made 
early in January when the company com- 
pleted its natural gas installations. 
Total annual savings to consumers, 
with the latest rate cut included, will 
come to $408,000, the company said. 
APR. 13, 1950 





Progress of Regulation 


Accrued Depreciation Distinguished from Reserve 


fe New York Court of Appeals re- 
versed the decision of the appellate 
division, reported in 80 PUR NS 521, 
which overturned an order of the com- 
mission fixing temporary rates. The 
higher court took the position that the 
commission was not deprived of power 
to make a temporary rate order even 
though hearings on the rate investigation 
had been closed. 

The opinion of the court of appeals 
deals mainly with the question whether 
the commission could estimate accrued 
depreciation for the purpose of temporary 
rate making instead of accepting the 
amount shown on the company’s book as 
representing accrued depreciation. The 
court decided that accrued depreciation 


is not synonymous with reserves accumu- 
lated to provide for the retirement or re- 
placement of property. 

It challenges reason, said the court, to 
suppose that the legislature purposefully 
required that the commission accept 
“willy-nilly” the company’s figures on 
depreciation regardless of how incorrect 
or inaccurate they may be. Depreciation 
reserve, the court continued, unquestion- 
ably constitutes some evidence of accrued 
depreciation, but this presumption is not 
made conclusive. The commission need 
not “blind itself” to the fact that the re- 
serve accumulated upon the company’s 
books does not show the accrued depre- 
ciation. Consolidated Edison Co. of New 
York, Inc. v. Maltbie et al. 90 NE2d35. 


Entire Charge for Pensions Recognized by New York 
Commission As an Operating Expense 


HE New York commission has ex- 
pressly overruled its decision in Re 
Lake Placid (1949) 78 PUR NS 386 that 
the cost of pensions for past services 
should not be allowed as a current operat- 
ing expense. Now the commission, with 
one commissioner dissenting, takes the 
view that pensions are wages and consti- 
tute a present benefit. The entire charge, 
whether based on past or future services, 
becomes an operating expense, not an in- 
come deduction or a charge to surplus. 
Certain fundamental principles are 
stated in connection with this decision: 
First: A company claiming the deduc- 
tion as an operating expense must have 
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irrevocably committed itself to the obli- 
gation. Title must have passed to the 
beneficiaries. 

Second: The pension plan must be a 
reasonable one. If pensions are wages, 
pensions are a matter of collective bar- 
gaining between the company and its 
men, over which the commission has no 
control; but, as in the case of other op- 
erating expenses, unreasonable payments 
may be disallowed by the commission. 

Third: Inclusion in operating ex- 
penses should be made in the year when 
provision should be made for it. 

Fourth : Where companies have under- 
taken to pay pensions, even if the plan 
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be styled a so-called voluntary plan under 
which the company may claim it has no 
legal liability, there exists a high moral 
responsibility and, as a practical matter, 
a voluntary plan of long standing cannot 
be terminated without destroying good 
labor relations or by compensating the 
employees in some other form. 

The commission quoted from a report 
of the Committee on Accounting Pro- 
cedure of the American Institute of Ac- 
countants dealing with accounting for 
annuity costs based on past services, 
where it was said that even though the 
calculation is based on past services, cost 
of annuities based on such services are 
generally incurred in contemplation of 
present and future services, not neces- 
sarily of the individual affected but of 
the organization as a whole and, there- 
fore, should be charged to the present and 
future periods benefited. This belief is 
based on the assumption that although 


















LTHOUGH a regulatory commission 
has power to exclude from operat- 
ing expenses in a rate proceeding exces- 
sive amounts paid to a parent company, 
it does not have power, according to the 
California Supreme Court, to limit pay- 
ments to the parent company. The com- 
mission does not have power to prescribe 
the terms of contract and the practices of 
utilities and thus substitute its judg- 
ment as to what is reasonable for that of 
the management. 

The California commission, in Re 
Pacific Teleph. & Teleg. Co. (1949) 77 
PUR NS 129, had ordered that payments 
to the American Telephone and Tele- 
graph Company should be limited to the 
reasonable cost or reasonable value of 
services, whichever is less. The commis- 
sion fixed what is considered to be a 
proper allowance. The commission also, 
in Re Pacific Teleph. & Teleg. Co. (1949) 
78 PUR NS 491, made a similar order as 
a condition of authorizing a rate increase. 
The court reversed the decision in the 
first case mentioned and reversed that 
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the benefits flowing from pension plans 
are intangible, they are nevertheless real. 
It is expected that such benefits will in- 
clude better employee morale, removal of 
superannuated employees from the pay- 
roll, and attraction and retention of more 
desirable personnel, all of which should 
result in improved operations. 
Commissioner Eddy, delivering the 
majority opinion, said he was in accord 
with Commissioner Arkwright, dissent- 
ing, to the extent that any increase in 
operating expenses tends toward an in- 
crease in rates. However, he said, if the 
commission is correct in its view that 
pensions are a form of wages, and if in 
the course of collective bargaining em- 
ployees desire a pension rather than bene- 
fits in pay, the granting of pensions in 
any form will produce no different rates 
than those that would be produced by an 
equivalent change in wages. Re U elev 
System of Accounts, Case 9187 et al. 


3d 


Commission Lacks Power to Limit Payment to Parent 
Telephone Company 


part of the order relating to limitation of 
payments in the second case. 

Some state legislatures, the court ob- 
served, have enacted statutes specifically 
granting to commissions power to regu- 
late payments under contracts with re- 
lated companies. Such powers have been 
granted to the Securities and Exchange 
Commission by the Holding Company 
Act. California has not expressly granted 
such power to the commission. 

The court overruled contentions that 
jurisdiction might be implied from pro- 
visions empowering the commission to 
prescribe uniform systems of accounts, 
statutes relating to approval of security 
issues and the use of funds raised by 
security issues, and statutes granting 
powers over rate and service regulations. 

There was said to be no basis for such 
broad jurisdiction in the principles gov- 
erning the disregard of a corporate en- 
tity. The commission was not disregard- 
ing completely the separate entities of 
the operating company and the parent 
company. It did not seek to exercise regu- 
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latory jurisdiction directly over Ameri- 
can Telephone and Telegraph Company. 
It recognized that the parent company 
provided the subsidiary with valuable 
services for which the subsidiary should 
pay. It would disregard only the terms 


of the contract by which it was de- 
termined how much should be paid, and 
thus substitute its judgment for that of 
the management. Pacific Teleph. & 
Teleg. Co. v. Public Utilities Commission 
of California. 


& 


Court Reversing Rate Order Must Send 
Proceeding Back to Commission 


HE supreme court of Alabama up- 

held the action of a lower court in 
setting aside a commission order disap- 
proving proposed telephone rates. It did 
modify the decree, however, so as to 
remand the case to the commission for 
further proceedings. It was pointed out 
that rate making is a legislative rather 
than a judicial function. If the case were 
allowed to end with the order of the lower 
court, that order, although setting aside 
the commission order, would necessarily 
constitute an approval of and, therefore, 
a fixing of the rates sought to be estab- 
lished by the company. The supreme 
court believed this would be a usurpation 
of the commission’s prerogative. 

The court, in passing on the reason- 
ableness of return to be allowed the com- 
pany, stated that it must be equal to that 
generally being earned by others in the 
same general locality in business under- 
takings attended by corresponding risks 
and uncertainties. It must also be suffi- 
cient to assure the investor’s confidence 
in the financial soundness of the enter- 
prise and to maintain the company’s 
credit so that it will be able to raise the 
money necessary to improve and expand 
its service pursuant to public demand. 

Large quantities of additional capital 
were required for plant expansion. This 
capital must be raised in the money mar- 
kets in competition with other seekers 
of expansion capital, currently earning 
at high levels. In such competitive money 
markets the investor must be induced, 
the court said. 

Over and above reasonable dividend 
disbursements, some earnings must be 
retained in the surplus account to give 
assurance to the investor that dividends 


will be maintained. Earnings barely suffi- 
cient to meet current interest and divi- 
dend requirements were deemed to be 
insufficient for a fair return and to per- 
mit the attraction of capital. The com- 
mission had held that the company’s earn- 
ings were adequate if they were sufficient 
to provide only for bare interest and rea- 
sonable dividends on stock, with nothing 
being passed to surplus to provide for 
future contingencies. The court ruled that 
this allowance, amounting to 4.5 per cent, 
was confiscatory. Furthermore, it was 
held to be arbitrary and unsupported by 
the evidence. 

The commission was held to have im- 
properly disallowed certain charges as 
operating expenses. License contract fees 
paid by the company to its parent com- 
pany should have been allowed as a prop- 
er operating charge. The actual cost in- 
curred by the parent telephone company 
in rendering services under the license 
contract exceeded the payments received 
from the operating company. Evidence 
indicated that the benefits received by the 
operating company through these services 
were far more valuable than the amount 
paid for them. There was no duplication 
between the functions of the company and 
the parent company. Services rendered 
under the contract were necessary and 
could not be obtained anywhere else at as 
low a cost. 

Other operating charges, such as lunch- 
room expense, pension costs, rearrange- 
ments and changes expense, and local 
commercial operation charges, were held 
to have been improperly disallowed by 
the commission. The court cited numer- 
ous authorities holding that it is illegal for 
the commission to disallow or reduce op- 
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erating expenses in the absence of a show- 
ing of mismanagement, bad faith, waste, 
extravagance, or fraud. Testimony indi- 
cated that the company had acted rea- 


e 


sonably in making the expenditures. Ala- 
bama Pub. Service Commission v. South- 
ern Bell Teleph. & Teleg. Co. 42 S2d 
655. 


Ruling against Estimate of Bill after 
Rate Increase Is Reversed 


TT? appellate term, first department, 
of the New York Supreme Court 
reversed the decision of a New York city 
court (referred to in Pustic UTILITIES 
FoRTNIGHTLY, issue of September 29, 
1949, at page 455) on the ground that 
the court had illegally attempted to decide 
a question within the jurisdiction of the 
state commission. The lower court had 
awarded damages to a gas customer who 
had been charged for gas on the basis of 
an estimate of consumption between the 
date of a rate increase and the next meter 
reading. 

The company in a letter to the com- 
mission when transmitting a revised gas 
rate schedule had explained its method 
of prorating regular bills to avoid the 
excessively burdensome procedure that 
would be involved in prorating bills on 
the basis of the actual number of days 
covered by a bill. It was obviously im- 
possible to read meters of all customers 
on the effective date of the rate increase. 

The appellate court found nothing in 
the Public Service Law which prohibits 
a public utility company from prescribing 
methods, practices, and regulations re- 


e 


quired for the proper conduct of its busi- 
ness and found necessary for its efficient 
administration, nor did it find any pro- 
vision requiring approval of the commis- 
sion in the first instance to render such 
methods, practices, and regulations valid 
and effective. It was said that in the ab- 
sence of statutory or judicial prohibition, 
a public utility has the right to prescribe 
and adopt reasonable practices and regu- 
lations. The commission may examine 
them and take action if necessary. 

Even assuming that the gas company 
had used an improper proration formula, 
the appellate court continued, the rea- 
sonableness of rates, rules, or practices is 
a question to be determined in the first 
instance by the commission. This is a rule 
of primary administrative jurisdiction, 
and in such cases preliminary resort to 
the commission is required in the first 
instance and not to the court. Therefore 
the complaint against the charges should 
have been dismissed. Cardone v. Consols- 
dated Edison Co. of New York, Inc. (94 
NYS2d 94, reversing Cardone v. Con- 
solidated Edison Co. of New York, Inc. 
89 NYS2d 845). 


Codperative Association Held to Be Public Utility 


TS supreme court of Arizona held 
that a codperative association organ- 
ized to buy and supply natural gas and 
residual products to its members was a 
public service corporation subject to the 
commission’s jurisdiction. Consequently, 
it was required to secure a certificate be- 
fore buying natural gas from a licensed 
public service corporation. The associa- 
tion’s articles and bylaws relating to 
membership required only that members 
be accepted by the board of directors. 
Whether a corporation is a public serv- 
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ice corporation subject to the commis- 
sion’s jurisdiction and required to obtain 
a certificate before buying gas from a li- 
censed public utility for use of its mem- 
bers should be determined by what the 
company’s articles and bylaws authorize 
it to do, rather than by what is being done 
or by what the company might do in the 
immediate future, the court held. Al- 
though the company’s bylaws provide 
that it will sell gas only to its members, 
its membership may include any person, 
firm, or body politic throughout the entire 
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Southwest, provided only that they be ural Gas Service Co. et al. v. Serv-Yu 
accepted by the board of directors. Nat- Codperative, Inc. 213 P2d 677. 


& 


Question of Limiting Preémptive Rights to Be 
Submitted to Stockholders . 


VER the objection of a common stock- 
holder of the Columbia Gas System, 
Inc., the Securities and Exchange Com- 
mission permitted the company to sub- 
mit to its stockholders a proposal to limit 
the present preémptive rights of common 
stockholders by amendment of the cer- 
tificate of incorporation. This would 
permit the sale for cash of shares of com- 
mon stock by a public offering or an 
offering to or through underwriters or in- 
vestment bankers who agree to make a 
public offering without being required 
to offer the shares first to the company 
common stockholders. 

The objecting stockholder argued that 
the proposed change would take away a 
vested right which the stockholder now 
has by contract, that the Holding Com- 
pany Act imposes a duty to require as a 
matter of policy that strict preémptive 
rights be accorded stockholders, and that 
the proposal in any event is not a proper 
one for submission to stockholders since 
they cannot be depended on to exercise 
an intelligent judgment in voting upon 
the issue even though furnished with 
adequate information. 

He did not argue that stockholders 
might not under the present charter pro- 
visions give up or, as was proposed, alter 
the preemptive rights possessed. The 
only questions were, therefore, whether 
the Holding Company Act requires a 
policy of strict preémptive rights regard- 
less of stockholders’ desires indicated by 
a proper vote or whether it permits some 
lesser privilege and, if the latter, whether 
the proposal under consideration would 
be a proper one for submission to stock- 
holders. The commission concluded : 


We believe that the company’s pro- 
posal may properly be submitted to 
stockholders. However, our action in 
permitting the declaration herein to be- 
come effective should not be construed 
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as changing in any way our view that 
common stockholders should normally 
have the opportunity to buy whatever 
additional shares of common stock are 
offered by their corporations. It is, 
and has long been, our opinion that 
when holding companies and public 
utility companies subject to our juris- 
diction sell additional shares of com- 
mon stock, their own interests as well 
as the interests of their common stock- 
holders are, absent special circum- 
stances, best served by allowing com- 
mon stockholders the right to purchase 
their proportionate shares of the new 
issue. It has been our experience that, 
in so far as the corporation itself is con- 
cerned, savings in expenses are made 
possible by direct sales to its own stock- 
holders, tending to offset, at least in 
part, the discounts below current mar- 
ket price which are frequently involved 
in order to make exercise of the rights 
attractive. Techniques have been de- 
veloped by Columbia itself, as well as 
by other corporations, to ensure that 
at least under favorable matket condi- 
tions the corporation will have reason- 
able assurance that a rights offering at 
a fair price will result in a successful 
financing. However, there have been 
and may in the future be situations in 
which the length of time necessarily re- 
quired for a preémptive rights offer- 
ing to stockholders may involve a 
serious risk of an unsuccessful offering, 
at a time when funds are urgently 
needed. The cost of underwriting a 
preémptive rights offering during un- 
settled market conditions may be ex- 
cessive, and the risk of failure without 
an underwriting dangerous to the 
financial position of the company. A 
rigid requirement of preémptive rights 
in all circumstances leaves no leeway 
for meeting such problems. 
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The company was also permitted to 
amend the certificate of incorporation to 
authorize preferred stock. The commis- 
sion said it should be clearly understood 
that the commission believes it desirable 
that the company be in a position to issue 
such stock if such issuance becomes 
necessary, but even though the necessary 
vote of stockholders is obtained, pre- 
ferred stock can be issued only after a 
) further declaration has been filed with 
the commission and permitted to become 
effective. 


The commission, in determining the 
issues presented by such a declaration, 
would be guided by the standards of § 
7(c)(2) of the Holding Company Act, 
requiring findings that preferred stock is 
for necessary and urgent corporate pur- 
poses, that the issuance of another type 
of security would impose an unreasonable 
burden upon the company, and that such 
issuance meets the other applicable re- 
quirements of the act. Re Columbia Gas 
System, Inc. (File No. 70-2328, Release 
No. 9730). 


Telephone Rate Increase Authorized on Revenue Basis 
To End Controversy 


1b New Hampshire commission 
authorized a telephone company to 
increase intrastate rates so as to yield 
approximately $100,000 more per month. 
This action was contingent upon the 
company’s putting the increase into effect 
without a further appeal. All questions 
of recoupment and amortization of rate 
case expenses incurred during long 
drawn-out litigation over higher rates 
were to be dropped. 

The commission sought to strike a bal- 
ance between the asserted legal rights 
of the company and the rights of the pub- 
lic, and to establish a proper economic 
level of telephone rates in New Hamp- 
shire. Actual operations under the new 
rates would furnish both the company and 
the commission with additional data by 
which the reasonableness of its conclu- 
sions could be tested. It believed that its 
decision to authorize an increase on a 
revenue basis, when accepted by the com- 
pany, would make it unnecessary to make 
conclusive findings on many controver- 
sial issues. For example, there was the 
question of determining an intrastate rate 
base, the cost of money, fair rate of re- 
turn, and proper corporate expenses of 
intrastate operation. 

These questions raised the necessity 
of determining by some method of sep- 
aration the portion of plant in New 
Hampshire subject to the jurisdiction of 
the commission and devoted to intrastate 
use as distinguished from interstate use. 
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It would also be necessary to apportion 
intrastate plant between exchange and 
intrastate toll use. The commission was 
reluctant to apply the procedure of the 
Separations Manual published by the 
National Association of Railroad and 
Utilities Commissioners. 

It was considered impossible to reach 
a definite conclusion as to an appropriate 
method of separation within a reasonable 
time. A great amount of expense would 
be involved in deriving additional data 
for that purpose. The commission stated 
that the field was so complicated and so 
important to both state and Federal 
regulatory authorities throughout the 
country that the inquiry should be 
national in scope rather than undertaken 
by any one state. 

The commission concluded that the 
company’s rates should be higher than 
those in Maine and Vermont. It pointed 
out that Maine has two exchanges which 
are larger and has more telephones in the 
local calling area than any exchange in 
New Hampshire. Application of the 
Maine exchange rates to the New Hamp- 
shire exchanges, therefore, would pro- 
duce revenue per average telephone of 
about 20 cents per month less than in 
Maine. It was also considered signifi- 
cant that a larger portion of toll messages 
within New Hampshire were for shorter 
distances than in Maine. Re New Eng- 
land Teleph. & Teleg. Co. (D-R2610, 
D-R2699). 
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Other Important Rulings 


MANUFACTURER'S complaint against 

utility rates, and request for the pre- 
sentation of certain utility records, was 
dismissed by the Pennsylvania commis- 
sion because the items requested would 
require special preparation and could not 
properly be construed to be “records, 
books, or papers” which a utility would 
be required to produce upon proper legal 
demand. National Force & Ordnance 
Co. v. Pennsylvania Electric Co. (Com- 
plaint Docket No. 14495). 


The Michigan commission, in author- 
izing a telephone rate increase in recog- 
nition of the company’s right to fair and 
reasonable compensation for services ren- 
dered, stated that the company must 
adopt sufficient means to improve its plant 
and equipment to render better and more 
efficient service in order to enjoy a con- 
tinuance of the increased rate. Re Nadeau 
Township Teleph. Co. (T-579-49.1). 


A municipality’s complaint against a 
proposed electric rate was dismissed by 


the Pennsylvania commission for failure 
to set forth any act or thing done or 
omitted to be done by the utility in viola- 
tion of the utility law or of any regula- 
tion or order of the commission. Scran- 
ton v. Scranton Electric Co. (Complaint 
Docket No. 14764). 


The New Mexico commission author- 
ized a water company to increase rates so 
as to yield a return of 6 per cent as a rea- 
sonable amount to invite capital invest- 
ment in the business, at least to the ex- 
tent necessary to assure adequate and de- 
pendable service. Re Public Service Co. 
of New Mexico (Case No. 296). 


The Massachusetts Department of 
Public Utilities denied a railroad’s appli- 
cation to discontinue service over several 
heavily traveled “commuter” lines where 
it did not appear that every possible 
alternative remedy for a losing operation 
had been tried prior to making applica- 
tion. Re New York, N. H.& H.R. Co. 
(DPU 7886). 
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MICHIGAN PUBLIC SERVICE COMMISSION 


Re Consumers Power Company 


D-2916-50.1, D-2916-50.3 
January 4, 1950 


PPLICATION for authority to increase electric rates; company 
d \ ordered to file new rates. New rates approved as filed, 
January 12, 1950. 


Return, § 9 — Fair value basis — Electric company. 
1. A proper rate base for an electric company must be the fair value of its 
property, p. 104. 

Return, § 24 — Reasonableness — Cost of money. 
2. The cost of money, a company’s financial structure, its construction pro- 
gram, and its need for raising additional capital must be considered in deter- 
mining a reasonable rate of return, p. 109. 

Return, § 87 — Electric company. 


3. A return of 5.7 per cent on the fair value of an electric company’s prop- 
erty was considered reasonable, p. 109. 


Return, § 28 — Attraction of capital. 
4. The Commission is not bound to support any price level of an electric 
company’s existing securities, although the revenue requirement necessary to 


attract capital is an important consideration in a determination of fair rates, 
p. 110. 


Security issues, § 99 — Capitalization ratio. 
5. The ratio of an electric company’s fixed-charge capital amounting to 
approximately 70 per cent of the total capital structure must be reduced by 
the sale of equity capital to more nearly approach the ideal of a 60-40 ratio, 
p. 110. 


Return, § 11 — Original cost basis — Electric company. 


Statement, in dissenting opinion, that fair value is original cost, prudent 
investment, or net investment, p. 112. 


Return, § 9 — Fair value basis — Meaning of fair value. 


Statement, in dissenting opinion, that fair value is that value which is fair 
to the investor as representative of the dollars he has placed in the public 
utility enterprise, p. 115. 


Valuation, § 67 — Original cost determination. 
Statement, in dissenting opinion, that in adopting an original cost rate base 
for the purpose of determining rates, the base should normally reflect the 
average plant in service during the test year rather than the amount at the 
end of the year, p. 117. 
[7] 97 82 PUR NS 
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Return, § 26 — Cost of money. 


Statement, in dissenting opinion, that the most important element of a fair 
return is the cost of money to the company, p. 118. 


(McCartuy, Chairman, dissents.) 


By the Commission: These pro- 
ceedings are upon an original peti- 
tion of Consumers Power Company 
filed with this Commission on Decem- 
ber 30, 1948, asking for authority to 
amend, revise, adjust, and increase 
its electric rates on certain of said rates 
now in effect in order that such pro- 
posed charges would produce approxi- 
mately $6,600,000 of additional reve- 
nue based upon the sales for the 12- 
month period ended November 30, 
1948. This Commission fixed Febru- 
ary 15, 1949, as the time for hearing 
the company’s evidence in support of 
said petition and gave due notice there- 
of to each interested municipality, 


township, village, and city in accord- 
ance with Rule 24 of this Commis- 
sion’s Rules of Practice. 

The company’s petition was based 
substantially upon the claim that the 
company was earning less than a fair 


and reasonable return upon the 
present fair value of its property used 
and useful in conducting its electric 
business; that its operating expenses, 
particularly fuel costs and wages paid 
employees, have increased and are now 
increasing out of proportion to its 
gross revenues ; that the return from its 
electric utility must be sufficient to 
maintain its credit, assure confidence 
in the financial integrity of its business, 
and attract and induce capital invest- 
ment in its securities; that the inade- 
quacy of petitioner’s present electric 
rates reduces its return below safe, 
proper, and reasonable levels, and it is 
unfair and unreasonable to require 
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petitioner to continue rendering elec- 
tric service to its customers under pres- 
ent conditions at existing rates; with 
the result that while confronted with 
unprecedented demand for its service, 
the ability to obtain equity funds for 
new construction is difficult and costly; 
that the demand for electricity has in- 
creased at a more rapid rate than peti- 
tioner’s construction program with the 
result that petitioner does not have 
customary adequate reserve generat- 
ing, transmission, and distribution 
capacity to assure continuation of un- 
interrupted service; that in order to 
supply the present and anticipated in- 
creased demands of the public and to 
provide a safe operating reserve capac- 
ity to assure continuation of uninter- 
rupted service, the company proposed 
to spend an additional $40,000,000 on 
new construction in its electric depart- 
ment for the year 1949; that if the 
proposed construction program of 
1949 is to go forward to completion, it 
will be necessary to realize approxi- 
mately $30,000,000 through the sale 
of new securities; that it is the judg- 
ment of the petitioner that it is to the 
best interest of the company and its 
customers that sufficient common stock 
be sold at not less than the price au- 
thorized by the Commission by its or- 
der of August 2, 1948, so as to meet 
such requirement. 

Public hearings were held before the 
Commission from February 15, 1949, 
to February 18, 1949, both inclusive. 

Appearances and interventions were 
entered by the cities of Grand Rapids, 
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Flint, Saginaw, Bay City, Muskegon, 
Muskegon Heights, Mt. Pleasant, Big 
Rapids, Charlotte, East Tawas, Three 
Rivers, Pontiac, Midland, Battle 
Creek, Harrisville, Ogden, Lake City, 
Adrian, Manistee, Grandville, and 
Eaton Rapids, and the villages of 
Tecumseh, Perry, Fenton, Farwell and 
Bear Lake, the Gratiot County Board 
of Supervisors and the township of 
Lansing, Ingham county, the township 
of Gustin, Alcona county, the town- 
ship of Gerrish, Roscommon county, 
the township of Garfield, Newaygo 
county, Oakfield township, Kent coun- 
ty, and Harrisville township, Alcona 
county. All of the aforesaid interve- 
nors attending the hearings partici- 
pated in the proceedings before this 
Commission. 

The company submitted proofs in 
support of its petition, both by testi- 


mony and by exhibits, all bearing upon 
elements necessarily required to be 
submitted and proven in a public utility 


rate case. During the course of the 
hearing, the intervenors were permit- 
ted full opportunity by this Commission 
to cross-examine the company’s wit- 
nesses and to submit testimony and 
evidence in their own behalf; but, other 
than clarifying questions to company’s 
witnesses, intervenors reserved the 
right to cross-examination and sub- 
mission of proofs until a later date in 
these proceedings. At the conclusion 
of the presentation of proofs by the 
company, the intervenors and the staff 
of this Commission requested an ad- 
jourment for the purpose of examining 
and analyzing the testimony offered 
and exhibits tendered by the company 
before commencing the cross-examina- 
tion of the company’s witnesses. The 
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adjournment was granted to afford the 
cities and the Commission staff the op- 
portunity to examine the exhibits, to 
examine the testimony, to make an in- 
dependent investigation, and be pre- 
pared to come before the Commission 
at a later date, at a reasonable time, 
and bring in such evidence as they may 
see fit, to conduct such cross-examina- 
tions as they may see fit, or to present 
affirmative evidence. Date for further 
hearing was left to be fixed by direction 
of the Commission. 

Hearings in this matter were re- 
sumed on October 26, 1949, and con- 
tinued hearings were held on October 
27, 28, November 2, 3, and 9, 1949. 
During the course of these hearings 
testimony was offered by the staff and 
additional testimony was offered by the 
petitioner. At the final series of hear- 
ings, October 26, 1949, to November 
9, 1949, appearances were recorded by 
the cities of Flint, Grand Rapids, Mus- 
kegon, Muskegon Heights, Saginaw, 
and Grandville. All of the aforesaid 
intervenors participated in the pro- 
ceedings before this Commission. 

At the hearing on October 26, 1949, 
Consumers Power Company requested 
permission to amend its petition of 
December 30, 1948, to enable petition- 
er to offer evidence of its actual opera- 
tions for the first nine months and esti- 
mates for the last three months of 
1949, and evidence on an estimated 
basis for the year 1950. After due 
consideration, the Commission granted 
said petition in so far as it applied to 
the scope of the present rate case and 
denied any portion of the amended 
petition that applied to consideration 
of a 1950 forecast. 
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Historical Background and General 
Information 


Consumers Power Company is a 
corporation organized under the laws 
of the state of Maine on April 14, 
1910, and was admitted to do business 
in the state of Michigan on July 21, 
1915. Its principal office is located at 
192 Middle street, Portland, Maine, 
and its executive offices are located at 
212 West Michigan avenue, Jackson, 
Michigan. 

Prior to November, 1946, the com- 
pany was a wholly owned subsidiary of 
the Commonwealth & Southern Corpo- 
ration. In November, 1946, the com- 
pany sold 500,000 shares of common 
stock to the public. Pursuant to a plan 
approved by order of the Securities and 
Exchange Commission, the preferred 
shareholders of the Commonwealth & 
Southern Corporation surrendered 
their stock in that company for shares 
of Consumers Power Company. The 
exchange commenced on October 1, 
1949, and as of October 27, 1949, the 
exchange was about 93 per cent com- 
plete. The Commonwealth & South- 
ern Corporation has been dissolved and 
Consumers Power Company is now an 
independently owned company. 

Operating entirely in the state of 
Michigan, the company is engaged in 
the generation and purchase of electric- 
ity and its distribution and sale in 
1,284 communities and townships as 
well as rural areas. The company is 
also engaged in the purchase of natural 
gas and its distribution and sale in 254 
communities and townships and the 
production of liquefied petroleum gas 
and its distribution and sale in the city 
of Manistee, the production and sale 
of steam heating in the cities of Adrian, 


Saginaw, Grand Rapids, Kalamazoo, 
and Battle Creek, and the production 
and sale of water in Jonesville, Michi- 
gan. Based upon the 1940 census, the 
population of the territory served by 
all departments is estimated to be in 
excess of 2,255,000 people. The num- 
ber of square miles in the electric serv- 
ice area of the company is slightly over 
23,000 square miles. 

The company, as of August 1, 1949, 
had a total name-plate generating ca- 
pacity of 810,000 kilowatts. The peak 
load in 1948 was 805,430 kilowatts at 
which time their rated name-plate ca- 
pacity was 780,465 kilowatts. To serve 
the demands of customers at that time 
certain of the generating equipment 
was operated at overload capacity in 
order to meet the load conditions. 

In 1948, the company completed 
three generating units, a 50,000-kilo- 
watt steam electric unit in April at the 
John C. Weadock plant near Bay City 
and two 60,000-kilowatt steam electric 
units at the B. C. Cobb plant, one of 
which came at the very end of the 
year. The three units added in 1948 
total 170,000 kilowatts which added 
25 per cent to the company’s generat- 
ing capacity over the year 1947, In 
1949 the company proposed to com- 
plete the construction of two more 
60,000-kilowatt units which will add 
19 per cent more to the generating 
capacity as it stood at the beginning of 
1948. The total name-plate rating of 
the generating facilities of Consumers 
Power Company at the end of 1949 is 
expected to be 930,015 kilowatts. 

Consumers Power Company also 
furnishes electric energy to the city of 
Pontiac completely surrounded by the 
Detroit Edison Company and purchas- 
es all of its requirements for the city of 
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RE CONSUMERS POWER CO. 


Pontiac from the Detroit Edison Com- 
pany and furnishes the service under 
the standard rates of the Detroit 
Edison Company. All Pontiac re- 
quirements are purchased under a con- 
tract dated April 5, 1943, which is 
effective until terminated by either 
party upon twelve-months’ written 
notice. 

Consumers Power Company and the 
Detroit Edison Company executed a 
new interchange agreement effective 
as of January 1, 1949, through Decem- 
ber 31, 1953, and annually thereafter 
until terminated by either party, which 
provides that the company and the 
Detroit Edison Company will maintain 
and operate an interconnection near 
Jackson of 100,000-kilowatt capacity 
and another 100,000-kilowatt inter- 
connection near Flint for scheduled 
interchanges of energy and interchange 
of surplus energy and the transfer of 
energy during emergency on either 
system. The use of these interconnec- 
tions will permit further sharing of 
reserve capacity of the two systems and 
thus effect a substantial saving for each 
company. 

Under a contract dated September 
24, 1941, Consumers Power Company 
and the city of Lansing maintain inter- 
connecting facilities of 25,000-kilowatt 
capacity between the two systems. 
This contract may be terminated any 
time by any party upon thirty days’ 
written notice. 


Rate History 


In connection with this proceeding 


petitioner introduced testimony and 
exhibits showing the history of rates 
charged by the company for its services 
in the past. The charts show that 
starting in 1915 the average rates paid 
by the customers of Consumers Power 
Company, generally speaking, declined 
until 1918; subsequently increases oc- 
curred, reaching a peak in 1921, fol- 
lowed by a period of declining rates 
which extended to the present time. 
Testimony offered indicated this peri- 
od of increase was due to World War 
I which caused an inflationary period 
and the company sought increases in 
its general rates until about 1921. 
During the period from 1921 to 1924 
there was a reduction in the average 
rate paid by residential customers due 
principally to the increased use of 
energy. Since 1924 there have been 
47 separate reductions in general rate 
schedules and, of this number, 8 sepa- 
rate reductions have been made in resi- 
dential service. These reductions were 
brought about by the company either 
voluntarily or as a result of conferences 
with this Commission or its predeces- 
sors. 

The company’s present rates are 
uniform throughout its entire territory 
except in two areas. In one area, the 
city of Bay City, it has municipal com- 
petition, while in the other area, the 
city of Pontiac, rates are by agreement 
with said city. 

Evidence introduced by the com- 
pany shows the average electric rates 
as billed for the years 1934 to 1948 in- 
clusive : 
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Residential 


Light and 


Total 


All Other Company 


Power Industrial 
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* Disregarding reduction in bills for all classes of service of 75% for month of December, 


1944, and 20% for month of December, 1945 


The tabulation included in Exhibit 
No. 31 of the petitioner is of interest 
because it shows the average annual 
revenue per customer, the annual kilo- 
watt hour per customer for residential 


service for over three to five years from 
1920 through 1948 to which we have 


Annual Revenue 
per Customer 


added the average rate billed for this 
service. This tabulation would in- 
dicate that the average annual use per 
customer has had its effect upon the 
reduction of average rate paid. The 
tabulation referred to is as follows: 


Annual Kw. Hr. 


Average Electric 
per Customer 


Rate Billed 


* Disregarding 20% rebate in December, 1945, bills. 


Operating Revenues and Expenses 


Gross operating revenues by classes 
of service were presented by both the 
staff and the company for the period 


1944 to 1949, inclusive. The years 
1944 to 1948 contain the results as 
taken from the company’s books, there 
being no disagreement between the 
staff and the company on the recorded 
data. For the year 1949 the staff made 
an estimate based on seven-months’ 
recorded data and five-months’ fore- 
cast, while the company’s estimates 
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included eight months recorded and 
four months forecast. 

For the 5-year period, 1944 to 1948, 
total electric revenues increased from 
$45,391,735 to $68,041,474. For 
1949 the company estimated a gross 
revenue of $72,088,000 while the 
staff’s estimate was $73,618,000. The 
distribution of revenue from sales of 
electric energy (excluding miscellane- 
ous revenues) by classes of service for 
the year 1948 is as follows: 
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Per Cent 
of Total 


39.2 


22.5 
35.1 


Amount 
$26,353,232 


15,116,174 
73,468 


Class of Service 


Residential 

Commercial Light & 
Power 

Industrial 

Street & Highway 


904,550 1.3 
1,245,876 1.9 
67,193,300 100.0 


It may be observed that residential 
revenue accounted for 39.2 per cent 
of the total revenue from electric en- 
ergy while industrial revenue account- 
ed for 35.1 per cent. 

The difference between the staff and 
company estimate of gross revenue for 
1949 is approximately $1,500,000. 
From the testimony and exhibits in- 
troduced into the record, this differ- 
ence is accounted for primarily by the 
forecast for industrial sales. “It was 
urged by the company that revenues 
from this source were abnormally high 
because of the present intense activity 
of the automobile industry and that, on 
a normal basis, revenues from this 
source could be expected to decline. 

There was a close agreement in the 
estimates for other classes of service 
and we are of the opinion, from the 
facts presented, that a gross revenue of 
$72,838,000 for the year 1949 repre- 
sents a fair and reasonable estimate. 

Operating expenses were also pre- 
sented by both the staff and the com- 
pany by departments for the recorded 
years 1944 to 1948, inclusive, and a 
forecast for 1949. Electric operating 
expenses, exclusive of depreciation, 
amortization of plant adjustments, and 
taxes, show an increase from $20,- 
413,263 in 1944 to $35,147,928 for 
1948. The company’s estimate for 
1949 was $36,679,000 while the staff’s 
estimate was $36,578,000. The differ- 


ence between the two estimates is not 
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substantial and for the purpose of this 
proceeding, we are adopting the staff’s 
estimate of $36,578,000. 

During the presentation of operating 
expenses, it was brought out by both 
the staff witnesses and the company 
witnesses that maintenance expense 
was at a low level and should probably 
reflect higher costs if the property were 
to be kept at a high standard of con- 
dition. D, E. Karn, vice president 
and general manager of Consumers 
Power Company, testified regarding 
maintenance as follows: ‘Generally 
speaking, during the last few years we 
have not spent as much money on 
operating and maintenance work as 
would normally be done and as a result 
we have some operating and mainte- 
nance work that has accumulated.” In 
response to a question as to why that 
was true, he stated further: “One 
answer is that since the war years we 
have been faced with especially heavy 
construction programs and, along with 
that, unusual requirements for cash in 
order to finance the construction work. 
As a result of the large construction 
program, a large part of our time has 
been devoted to construction programs 
and our entire organization has been 
spending their time on this type of 
work with the result that less work 
was done on operating and mainte- 
nance items except for those things 
which were critical.” 

The staff, in its study and report, 
recognized the curtailment of opera- 
tions and deferment of maintenance 
subsequent to the war while the large 
construction program has been under 
way. This observation of the staff 
was noted in its chapters on Produc- 
tion, Transmission, and Distribution. 
Further in this regard, the company’s 
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Exhibit No. 17, testified to by H. B. 
Hardwick, comptroller of the compa- 
ny, showed a comparison of unit opera- 
ting expenses per customer for Con- 
sumers Power Company with those for 
each of 39 class A and B electric util- 
ities in the United States. A summary 
of this comparison is shown in the fol- 
lowing tabulation which gives by class- 
es the average expense per customer: 
Average of 39 
Class A and B 

Electric 

Utilities 

in the U. S. 


Consumers 
Power 


Company 
Distribution $9.00 
Accounting & 

Collecting 4 3.31 
Sales Promotion .... > 1.36 
Administrative & 

5.99 


Although such a comparison is not 
conclusive as to the amount or degree 
to which Consumers Power Company 
operations and maintenance may rep- 


Gross Income: 
Revenues 
Operating Expenses 
Additional Maintenance 
Depreciation 
Amortization 


Rev. Deductions 
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It may be observed from the above 
tabulation that the company’s estimate 
for net income is $15,493,000 while 
that of the staff is $17,171,000. From 
our review of all the facts presented in 
the record, we are of the opinion that 
a fair and reasonable estimate for net 
income for the year 1949 is $16,222,- 
000. 


Rate Base and Rate of Return 


[1] In this proceeding the matter 
of the proper approach to a rate base 
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. $15,493,000 


resent curtailment or deferred mainte- 
nance, it does strongly support the 
company’s claim for the need for in- 
creased expenditures. 

It is the duty of Consumers Power 
Company to operate and maintain its 
property in such a manner and condi- 
tion as to render a high standard of 
service to its customers and this Com- 
mission will insist that all reasonable 
steps be taken to insure that this be 
done. 

The staff, in its report, accepted the 
company figures for depreciation and 
amortization. This conclusion was 
reached by the staff after a detailed 
study of the depreciation accrual and 
reserve. Following is a summary 
comparison of revenues and expenses 
between the company and staff for the 
estimated year 1949, together with our 
findings for each item: 


Staff 


$73,618,000 
36,578,000 


7,930,000 
300,000 
11,639,000 
56,447,000 
$17,171,000 


Commission 


$72,838,000 
36,578,000 
50,000 
7,930,000 
300,000 
11,058,000 
56,616,000 
$16,222,000 


300,000 
10,936,000 
56,595,000 





has been vigorously challenged to the 
attention of the Commission. We 
have been urged in most forceful lan- 
guage, both in oral argument and in 
the brief filed by the company, to pay 
heed to the statutes and decisions of 
this state; and, in compliance there- 
with, to determine and adopt a rate 
base which is the present fair value 
of the property of the company used 


and useful in its business as a public 


utility. 
Because of apparent confusion upon 
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this subject in this as well as in other 
rate cases before this Commission, and 
because of the expressed belief on 
the part of even members of the 
Commission staff that this Com- 
mission is committed to the doctrine 
of original cost or prudent investment, 
we believe that it is high time that this 
matter should be decided and an- 
nounced for once and for all. 

In regulatory parlance, states and 
Commissions have been divided into 
various categories upon this subject. 
Some Commissions and states are rec- 
ognized as “fair value states,” others 
as “original cost states,” others as “re- 
production cost mnew,”—depending 
partly upon statutory requirements and 
partly upon fundamental regulatory 
philosophy. The states of Pennsylva- 
nia and Indiana, for example, are com- 
monly known as “fair value” states. 
California falls into the category of 
“original cost.” Ohio proceeds upon 
the theory of “reproduction cost.” 

We believe that we must look first 
to the statutory law of this state and, 
in so doing, we are confronted at the 
threshold with the provisions of § 7 of 
the so-called Electric Transmission 
Act, being Act 106 of the Public Acts of 
Michigan for 1909 (Mich Stats Anno 
§ 22.157), which provides, in sub- 
stance, that upon a complaint in writ- 
ing relative to the price of electricity, 
the Commission shall investigate the 
complaint and may fix the price of 
electricity to be charged. The statute 
provides : 


“eé 


In determining the proper 
price, the Commission shall consider 
and give due weight to all lawful ele- 
ments properly to be considered to en- 
able it to determine the just and rea- 
sonable price to be fixed for supplying 
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electricity, including cost, reasonable 
return on the fair value of all property 
used in the service, depreciation, ob- 
solescence, risks of business, value of 
service to the consumer, the connected 
load, the hours of the day when used, 
and the quantity used each month 


At the close of the hearing in this 
case, oral argument was had before 
the Commission. The assistant attor- 
ney general argued that the quoted 
provision could apply only to a com- 
plaint in writing regarding electric 
rates, from which he contends that the 
provision would apply only to a com- 
plaint contemplated by the statute. 
We do not adopt this contention. This 
is the legislative expression upon this 
subject ; and even though not confined 
to a complaint, we believe that it is an 
announcement of the legislative policy 
of this state upon the matter of fair 
value. We can see no logical reason 
why we should consider fair value in 
the case of a complaint and original 
cost in some other case. 

This subject was before the supreme 
court of Michigan in the case of Pub- 
lic Utilities Commission v. Michigan 
State Teleph. Co. (1924) 228 Mich 
658, PUR1925C 158, 200 NW 749. 
In this case the Commission had fixed 
and determined rates for telephone 
service, and upon the refusal of the 
company to comply with the order of 
the Commission, a mandamus was 
sought in the supreme court to compel 
compliance. Although mandamus was 
denied on the general ground that the 
Commission committed error in its 
treatment of the depreciation reserve, 
yet the supreme court did discuss and 
pass upon the matter now before us. 
Their statement upon this subject is 
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most significant, forceful and instruc- 
tive where they said (228 Mich at p. 
665, PUR1925C at p. 163): “Some 
contend that the proper basis for valua- 
tion is prudent investment cost. 
But it is settled that the rate base is 
present fair value as defined in Smyth 
v. Ames ([1898] 169 US 466, 42 
L ed 819, 18 S Ct 418) and in the 
Minnesota Rate Cases (1913) 230 US 
352, 57 L ed 1511, 33 S Ct 729, 48 
LRA NS 1151, Ann Cas 1916A 18. 
Computing depreciation (although 
perhaps convenient to accountants and 
bookkeepers), on investment cost, or 
book cost, as distinguished from pres- 
ent fair value, must be rejected.” 
Later, in discussing this matter un- 
der the heading of “fair value,” the 
court says: “The rules and elements 
for consideration in determining fair 
value are so well known to those in- 


terested in the question that we shall 


not quote from the cases.” (PUR 
1925C at p. 169.) The court then 
cited numerous U. S. Supreme Court 
decisions, and in effect instructed this 
Commission and the bench and bar 
of this state that fair value, as defined 
and enunciated in the cases cited, was 
the basis upon which a fair rate of re- 
turn is to be allowed in the state of 
Michigan. 

In the case of Public Utilities Com- 
mission v. Michigan State Teleph. Co. 
supra, the Commission had before it 
numerous computations of the value 
of the company’s property, ranging 
from original cost to reproduction 
cost new, and various other methods. 
In the order of the Commission, Re 
Michigan State Teleph. Co. (1922) 
PUR1923A 30, 122, no one of these 
valuations was singled out and adopted 
but the Commission merely said : 


“Upon a consideration of all the 
evidence, the present fair value of the 
used and useful property of the Michi- 
gan State Telephone Company as of 
December 31, 1921, including going 
value and considering book cost, the 
engineers’ estimated average cost, 
based upon the estimated average unit 
costs for a 10-year period, a 5-year 
period, and a one-year period, the his- 
tory of the plant, the period of con- 
struction, its present condition, de- 
preciation, obsolescence, inadequacy, 
and necessity for supersession, the de- 
mand for increased plant facilities, the 
existence of unused plant facilities, the 
present tendency of prices and all other 
facts and circumstances bearing upon 
the present fair value of the company’s 
used and useful property in Michigan 
is, for the purposes of this case, fixed 
at $47,500,000.” 

This indicates clearly that in 1922 
this Commission recognized and 
adopted fair value as the proper basis 
for rate making, and we see no reason 
for any change from this approach. 

While it is true that the cited case 
relates to telephone rates, yet it is the 
pronouncement of our supreme court 
upon this subject and we cannot see 
any reason for the application of a 
different principle to electric rates, es- 
pecially in view of the lang iage of the 
statute above quoted. In Smyth v. 
Ames, supra, the Supreme Court of 
the United States said this: “. . . the 
original cost of the construction, the 
amount expended in permanent im- 
provements, the amount and market 
value of its bonds and stock, the pres- 
ent as compared with the original cost 
of construction, the probable earning 
capacity of the property under particu- 
lar rates prescribed by statute, and the 
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sum required to meet operating ex- 
penses, are all matters for considera- 
tion, and are to be given such weight 
as may be just and right in each case. 
We do not say that there may not be 
other matters to be regarded in esti- 
mating the value of the property. 
What the company is entitled to ask is 
a fair return upon the value of that 
which it employs for public conven- 
ience.” (169 US at p. 547.) 

It may be claimed that the present 
position of the Commission is incon- 
sistent with its decisions in the Michi- 
gan Bell Rate Case (1948) T-252- 
48.16, 75 PUR NS 436, or the Detroit 
Edison Case (1949) D-1722-49.1, 
78 PUR NS 360. We point to these 
distinctions: First: In the Michigan 
Bell Case the company presented its 
entire case upon the original cost 
theory, and in fact it was stipulated 
that no evidence of any other value 
would be presented. This Commission 
determined that the rate of return al- 
lowed in that case was fair and reason- 
able under all the circumstances. 

Second: In the Detroit Edison 
Case, although evidence was presented 
in support of values other than original 
cost, yet in our decision we sought to 
demonstrate that we were using the 
original cost value merely as a test 
of the reasonableness of the rates deter- 
mined by the order. It is significant 
to note that the order granted the en- 
tire request of the company and re- 
sulted in a rate of 5.25 per cent upon 
the original cost valuation. Under 
such circumstances the company sure- 
ly could not claim that its property was 
being confiscated. 

We are not unmindful of the deci- 
sion of the Supreme Court of the 
United States in Federal Power Com- 
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mission v. Hope Nat. Gas Co. (1944) 
320 US 591, 88 L ed 333, 51 PUR 
NS 193, 64S Ct 281. We realize that 
the decision of this case marked a 
significant change in the attitude of 
courts and Commissions toward the 
question of fair value, original cost, 
and other various philosophies. In the 
Hope Case, the court declined to set 
aside the order of the Federal Power 
Commission because based upon origi- 
nal cost as contrasted to fair value, and 
held in substance that the basis of 
value was not controlling so long as 
the end result of the order was found 
to be reasonable. 

Following this decision the trend to- 
ward the cost base swept through and 
fairly engulfed the industry as well as 
regulatory bodies. In times of com- 
paratively stable prices corresponding 
in general to cost of production, it is 
relatively unimportant whether origi- 
nal cost or present fair value be adopt- 
ed. Surely the original cost theory 
commends itself by sheer simplicity of 
administration, but during inflationary 
periods it assumes alarming aspects 
and it may equally prove to be alarm- 
ing during a period of deflation. From 
our viewpoint, however, we cannot in- 
dulge in a choice between the funda- 
mental philosophy of original cost on 
the one hand and fair value on the 
other. We believe that we are direct- 
ed, not only by the legislature but. by 
the Supreme Court, in the course which 
we are to pursue upon this phase of 
this troublesome question. In other 
words, both our legislature and our 
Supreme Court have told us that we 
are to operate upon the basis of fair 
value. 


Our decision upon this subject must, 
by no means, be taken as discarding 
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the soundness of original cost for ac- 
counting purposes, nor are we dis- 
carding original cost as a very impor- 
tant and vital element to be considered 
in determining the ultimate question 
of the fair value of the property. 

As we see it, the determination of 
fair value is a matter of judgment. 
It is to be exercised by the Commission 
after giving careful consideration to all 
the various elements entering into the 
formation of a sound, reasonable, and 
intelligent judgment as to the present 
fair value of the property of the utility 
used and useful in its business. 

We are considering this question 
at a time in the economic history of 
this country when we are experienc- 
ing the most violent inflationary pe- 
riod of our national life. The evidence 
shows that the facilities and property 
of this utility have been constructed 


and acquired over a period upwards of 
thirty-five years and it is incredible 
that fair value measured in 1949 dol- 
lars is not in excess of the original cost 


of construction or acquisition. If it 
is worth anything more than its origi- 
nal cost, it necessarily follows that in 
determining its present worth, we are 
departing from original cost as the 
sole criterion of value. 

Among the things to be considered 
in determining a rate base is “the prob- 
able earning capacity of the property 
under particular rates prescribed” 
(Smyth v. Ames, supra, 169 US at p. 
547) ; yet if we indulge in the vicious 
circle indicated by the philosophy that 
the sale or exchange value of a plant 
depends largely upon what it will earn, 
and what it will earn depends upon its 
rates, and if value depends on rates 
and if rates are dependent upon value, 
then the whole scheme of rate making 
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is reduced to an absurdity. It is there- 
fore incumbent upon this Commission 
to exercise its sound judgment in fair- 
ness to all concerned in determining 
the fair value of the property in ques- 
tion, together with a fair rate of return 
upon the value as so determined. 
Upon the quality of this judgment de- 
pends the soundness of the end result. 

Considerable testimony was pre- 
sented upon the matter of rate base 
and fair value. The staff developed 
an original cost rate base by deducting 
from the gross electric plant the de- 
preciation reserve and adding an allow- 
ance for working capital. Two com- 
putations of this type were presented 
by the staff, one representing a weight- 
ed average rate base for the year 1949 
of $241,395,000, and an unweighted 
average rate base of $247,955,000. 
Both of these bases included additions 
to plant made in 1949 for less than a 
full year. If all the net additions to 
plant were included for a full year, the 
rate base on the original cost formula 
at the end of the year would be $264,- 
733,000. This figure, however, was 
not presented in the staff’s testimony, 
but its component parts are included 
in the staff’s Exhibits 12 and 14. 

The company, in its Exhibit 53, 
gave its estimate of the original cost 
less depreciation of its electric plant 
at the end of 1949, to which it added 
$29,000,000 for claimed plant deficien- 
cies and estimated working capital re- 
quirements of $17,159,000. This 
computation resulted in a figure of 
$318,886,000. 

In Exhibit 52 the company devel- 
oped two rate bases which included 
plant at a reproduction cost new value. 
One base of $366,533,000 was given 
which included the electric plant valued 
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at reproduction cost new a price levels 
based on the average for the five years 
preceding January 1, 1948. A second 
figure of $412,721,000 was given re- 
flecting electric plant valuation based 
on price levels at January 1, 1948. 
The valuations included in Exhibit 52 
were developed after an extended phys- 
ical appraisal of the properties by 
Jensen, Bowen, and Farrell, a firm of 
consulting engineers retained by the 
company. The rate bases shown in- 
clude deductions for depreciation and 
additions for working capital. 

The Commission has before it in this 
record possible rate bases ranging from 
a low of $241,395,000 to a high of 
$412,721,000. The company, through 
the testimony of its witnesses as well 
as in oral argument, maintained that a 
proper rate base is the fair value of its 
property and that such a value lies 
somewhere between the original cost 
and the reproduction cost new com- 
putations. 

Witness for the company, J. Samuel 
Hart, consulting engineer, testified that 
in his judgment the present fair value 
of the company’s electric property was 
$350,000,000. He stated that this was 
based on his knowledge of Consumers 
Power Company, of the territory 
which it serves and the principal in- 
dustries therein, the type and character 
of customers served, of the character 
of the electric generating equipment, 
of its adequacy to serve existing loads, 
of the type and adequacy of its trans- 
mission distribution facilities, of the 
company’s construction and mainte- 
nance programs, and of all the other 
factors which go to determine fair 
value as described in the electric trans- 
mission act. 

Mr. Justin R. Whiting, president of 
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the company, in answer to the ques- 
tion “In consideration of your ex- 
perience in utility fields and based upon 
the evidence in this case which you 
have testified that you have heard, do 
you have any opinion as to what the 
present fair value of the electric prop- 
erty should be in this proceeding?” 
said, “It is my opinion that the fair 
value of the property used and useful 
in electric service is neither original 
cost nor reproduction cost but it is at 
a point between these two extremes 

After considering all the fact- 
ors, it is my opinion that the fair value 
of the property used and useful in the 
electric service, including necessary 
working capital, is from $337,000,000 
to $345,000,000.” 

We have previously set forth our 
reasoning that a proper rate base must 
be the fair value of the company’s prop- 
erty. In making a determination of the 
fair value, we have considered carefully 
the original cost, the reproduction cost 
new of the property, the depreciation, 
value of the service to the consumer 
as exemplified by a comparison of rates 
with other electric utilities in the state 
of Michigan as well as with other elec- 
tric utilities in the United States, and 
we are of the opinion, after due and 
careful consideration of all of the law- 
ful elements properly to be considered, 
that for the purpose of these proceed- 
ings the fair value of Consumers Pow- 
er Company’s electric property, includ- 
ing an allowance for materials, supplies 
and working capital, is $330,000,000, 
and we so find. 

[2,3] In determining a reasonable 
rate of return, we deem it necessary to 
consider the cost of money, the com- 
pany’s financial structure, its construc- 


82 PUR NS 





MICHIGAN PUBLIC SERVICE COMMISSION 


tion program, and its need for raising 
additional capital. 

Staff witness Dr. Ralph E. Badger, 
an economist and financial expert, tes- 
tified that the over-all cost of money 
to Consumers Power Company based 
on a “standard” capital structure was 
5.8 per cent and that for the electric 
department alone would be at the rate 
of 5.7 per cent. Dr. Badger did not 
relate his cost of money figures as be- 
ing applicable to any determination of 
fair value. 

Witness Herrman for the company, 
in his Exhibit 35, showed a cost of 
money to Consumers Power Company 
of 5.56 per cent. He testified that, in 
his opinion, “Something in the neigh- 
borhood of 6 per cent might represent 
a reasonable rate of return to be ap- 
plied to the present value of electric 


property of Consumers Power Com- 


Witness Whiting for the company 
testified that the rate of return to be 
applied to valuation of property was a 
matter of judgment, after considering 
and giving due weight to relevant fact- 
ors not taken into account in deter- 
mining value of the property. He 
stated: ‘Such factors, of course, start 
with the cost of money and the increase 
that will take place therein as we in- 
crease the ratio of our common stock 
equity. Thus, I would consider 6 per 
cent to be a minimum which I believe 
is very conservative when considera- 
tion is given to: One, risks of the 
business ; that is, that we are at present 
in a prosperous period and the level 
of our business can decline if economic 
conditions change; two, the value of 
the service to the customer, which is 
well above existing rates, as exempli- 
fied by Exhibit 47 which shows our 


average domestic rates at present to 
be roughly 30 per cent below other 
privately owned utilities in the state; 
and three, certain cost of operation 
shown in Exhibit 51 to be much below 
similar cost of operation of such com- 
panies.” 

After a careful examination of ex- 
hibits and testimony relating to rate 
of return presented in the record of this 
proceeding, we are of the opinion that 
a fair rate of return to be applied to 
the fair value of $330,000,000 should 
be 5.7 per cent. This will yield net 
earnings to the company of approxi- 


mately $18,810,000. 


Conclusions 


[4] Testimony has been given 
which has suggested several avenues 
of approach for making rates. There 
has been developed by the staff a rate 
base using net original cost. There has 
been presented by the company ele- 
ments for determination of fair value 
and it has strongly urged that the 
Commission is required by statute to 
use this approach in the determining 
of fair and reasonable rates. There 
has been further presented by the com- 
pany earnings requirements calculated 
as necessary to raise additional com- 
mon stock without dilution of the ex- 
isting common stock. Although it is 
true that revenue requirements neces- 
sary to attract capital is an important 
consideration in determination of fair 
rates, we reject the proposition that 
the Commission is bound to support 
any price level of the company’s securi- 
ties. 

[5] It is our opinion that the rate 
of return of 5.7 per cent on an estab- 
lished fair value of $330,000,000 will 
result in ample revenues to enable the 
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company to meet its immediate expan- 
sion needs and to improve its capital 
structure by the sale of equity or com- 
mon stock. The company recognizes, 
and the Commission insists, that the 
ratio of fixed-charge capital, now 
amounting to approximately 70 per 
cent of the total capital structure, be 
reduced by the sale of equity capital 
to more nearly approach the ideal of a 
60-40 ratio recommended by Dr. Badg- 
er. 

Further, the increased revenues af- 
forded by this order will enable the 
company to bring its maintenance pro- 
gram up to a more adequate level. 

The Commission is cognizant of the 
need for expansion and takes into con- 
sideration the fact that there is a back- 
log of approximately 9,000 customers 
awaiting service; that the standby 
margin of generating capacity of this 


company is below the level of safety ; 
that this company serves a very im- 
portant territory in Michigan, com- 
prising 53 counties with a population 
in excess of 2,250,000 people and in- 
cludes such industrial centers as Pon- 
tiac, Flint, Saginaw, Bay City, Mus- 


kegon, Grand Rapids, Kalamazoo, 
Battle Creek, and Jackson and scores 
of smaller cities which have, in recent 
years, become industrialized because 
of a decentralization policy; also, that 
these many large and small industrial 
centers are tied in and geared to the 
whole manufacturing industry of this 
and other north central states. 

In arriving at these findings, the 
Commission has taken into considera- 
tion the fact that the applicant company 
was, until October of 1949, under the 
domination of a holding company 
which owned 90 per cent of its common 
stock. 
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To us it is more than a mere coin- 
cidence that, while this company’s com- 
mon stock was so controlled, earnings 
were kept at a high level and mainte- 
nance expenditures were far below the 
average of 39 class A and B electric 
utilities in the United States as pre- 
viously stated herein. 

We hold that the public interest 
is directly affected by the quality of 
maintenance of the property of this 
company and that public welfare of 
over 2,000,000 people in the territory 
served is directly concerned. We rec- 
ognize that rate making is a continuing 
process, and the critical and continued 
surveillance of this Commission will 
be directed toward all phases of future 
operations and particularly to the effect 
of this order upon the future relation- 
ship of a maintenance policy on the one 
hand and a dividend policy on the oth- 
er. 

The test year in reviewing the com- 
pany’s operations has been 1949. The 
net earnings for this year were found 
to be $16,222,000. Deducting this 
from the $18,810,000, leaves a de- 
ficiency of $2,588,000. To yield this 
amount requires an increase in gross 
revenues before taxes of $4,180,000. 

McCarthy, Chairman, dissenting: 
I find myself unable to agree with 
Commissioners White and Marshall in 
their considered conclusions as ex- 
pressed in the majority opinion filed in 
the above-entitled proceedings, for two 
basic reasons. First, I am wholly un- 
able to accept their conclusion that the 
“fair value” rate base, as they have 
evolved and defined it, is something 
specifically and unequivocally required 
by mandate of § 7 of Act 106, Public 
Acts of 1909, as amended, being the 
so-called “Electric Transmission” stat- 
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ute, nor can I accept their judgment 
figure of $330,000,000 as representing 
the present fair value of applicant’s 
electric property, computed by them 
upon such a premise. 

Second, I am unable to find myself 
in entire accord with them in respect 
to the reasonable earnings require- 
ments of applicant company. I rec- 
ognize that the fixing, by a regulatory 
body, of rates to be charged by a public 
utility to its customers requires the 
utmost demonstration of fair, reason- 
able, intelligent thinking and judgment 
on the part of each of the members of 
the regulatory body, to the end that 
the resultant product will be a just 
and reasonable rate to be charged the 
users of the marketed services of such 
utility, based upon a just and reason- 
able return upon the fair value of the 
property of such utility devoted to the 
public service, but that upon such mat- 
ters the minds of reasonable men may 
not agree. 

However, even though I feel and ap- 
preciate that my brothers have ap- 
proached the instant problem of rate 
making in the within proceedings stu- 
diously, openly, carefully and with in- 
tegrity, it is my firm conviction that 
the vehicle which they have adopted 
and utilized in so doing, namely, their 
own, and in my opinion improper, in- 
terpretation of the aforesaid statute, 
is unrealistic, faulty, and unsound from 
an administrative and _ regulatory 
standpoint, not well-founded in law, 
and withal accompanied by a veritable 
Pandora’s Box of rate-making difficul- 
ties and hazards, which when opened 
will lead to nothing but resulting con- 
fusion, uncertainty, and great expense 
to all concerned in future rate cases 
coming before this Commission, or at 
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least until the legislature or the courts 
have laid down a definite, unequivocal 
pattern of rate making for this Com- 
mission to follow. Until the latter 
event occurs, I am inclined to follow 
what to my mind is a reasonable and 
just interpretation of the existing and 
applicable regulatory statutes. 


I appreciate that in regulatory lan- 
guage certain of the several states of 
the United States have been divided 
into various categories and distin- 
guished by their respective approaches 
to the problem of fixing rates, particu- 
larly as to the adoption of the rate base 
itself. It is true that some states, and 
of course their respective regulatory 
agencies, are known as “fair value 
states,” “original cost states,” “repro- 
duction cost new states,” depending 
wholly or in part upon the applicable 
statutes or fundamental regulatory 
philosophy, or a combination of both. 
While there are other denominated 
concepts of rate making, such as pru- 
dent investment, current cost, current 
structural value, net investment, and 
the like, yet the three first named re- 
main, and for all practical purposes, 
are still the only basic concepts of rate 
making. It is matter of opinion, and 
in the instant case disagreement, as to 
whether or not Michigan is an “origi- 
nal cost” state or a “fair value” state. 
It is my considered opinion, based 
upon the matters brought to my at- 
tention during my relatively short ten- 
ure of office as a member and Chair- 
man of this Commission, and as a 
result of my earlier studies and knowl- 
edge, that Michigan, while considered 
as being in the category of an “original 
cost” state, is actually a “fair value” 
state, because it is and has been for 
some time past understood and _ac- 
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cepted that “fair value” is, in Michigan 
in generalized terms, original cost, less 
depreciation, plus working capital. 
In other words, “fair value” in Mich- 
igan is, with but minor variations, 
what has been variously denominated 
as “original cost,” “prudent invest- 
ment,” or more recently “net invest- 
ment.” Certainly, reproduction cost 
new has been definitely and emphatical- 
ly rejected in this state and “fair value” 
must necessarily be something less than 
that. 

It will do no harm and to the con- 
trary might well be helpful at this 
juncture to again set forth in pertinent 
part the particular section of the stat- 
ute upon which my brothers rely in es- 
tablishing the rate base they have em- 
ployed in arriving at the end result set 
forth in the majority opinion, said stat- 
ute reading as follows: 

“ In determining the proper 
price, the Commission shall consider 
and give due weight to all lawful ele- 
ments properly to be considered to en- 
able it to determine the just and rea- 
sonable price to be fixed for supplying 
electricity, including cost, reasonable 
return on the fair value of all property 
used in the service, depreciation, ob- 
solescence, risks of business, value of 
service to the consumers, the connect- 
ed load, the hours of the day when 
used, and the quantity used each 
month: . . . .” (Mich Stats Anno 
§ 22.157.) 

The foregoing statute flatly implies 
first of all that the regulatory body 
has full knowledge and understanding 
of what constitutes “all lawful elements 
properly to be considered to enable 
it to determine the just and reasonable 
price to be fixed for supplying elec- 
tricity,” because the legislature has 
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not seen fit to categorically enumerate 
all of these in the statute itself. This 
is made manifest by the legislative in- 
junction that certain therein particu- 
larly enumerated elements be consid- 
ered by the Commission in rate-fixing 
matters. The legislature did not say 
that the regulatory body must fix rates 
upon any single one of these elements. 
Parenthetically, it is quite obvious that 
if consideration were confined only to 
one of the several lawful elements, the 
end result would undoubtedly be an un- 
reasonable and unlawful rate. Yet, by 
the same token, the legislature has not 
said what particular weight, if any, 
must be given to any one or all of these 
inferred and specifically named lawful 
elements, the legislative mandate being 
only that “due weight” be given these. 
It necessarily follows that if the regula- 
tory body conscientiously, seriously, 
and honestly gives due weight and con- 
sideration to each and every one of 
these elements, but in the end rejects 
one or more of them, such rejection, 
either in whole or in part, certainly 
does not constitute the giving only of 
“lip service” to the directives of the 
statute. 


I mention the foregoing elements 
particularly because it is noted that the 
statute requires that the Commission 
consider “cost,”’ although not specify- 
ing what particular cost the legislature 
had in mind. However, you may very 
properly assume that the legislature in- 
tended “cost” to mean original cost of 
the plant devoted to the public service, 
and the Commission was to consider 
this, just the same as it was to con- 
sider “reasonable return on the fair 
value of all property used in the serv- 
ice.” Certainly, to accept the interpre- 
tation of “fair value” as adopted by 
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my brothers in their opinion would 
mean that the words “depreciation,” 
“obsolescence,” “risks of business,” 
“value of service to the consumer,” 
among other things, were surplusage 
in the statute, under the authority of 
the decision of the Michigan supreme 
court in the case of Public Utilities 
Commission v. Michigan State Teleph. 
Co. (1924) 228 Mich 658, PUR1925 
C 158, 200 NW 749. The latter case 
is the one in which the supreme court 
held that the taking of “depreciation”’ 
from a “fair value rate base” consti- 
tuted a double taking of depreciation ; 
therefore, for this reason, and appar- 
ently that reason alone, the order of the 
Commission was unlawful, and was 
accordingly set aside. It is my under- 
standing of the law that all words in a 
statute are to be given full meaning 
and to me at least this means the stat- 
ute gives wide latitude to the Commis- 
sion in making its determinations. The 
same analogy would apply to the other 
elements set forth in the statute as re- 
quiring consideration by the Commis- 
sion. Further, the statute, to my 
mind, speaks eloquently of the desire 
of the legislature that the utility be 
given a fair return on its property de- 
voted to the public use and gives its 
mandate that the Commission must not 
act arbitrarily, capriciously, or without 
due consideration of all lawful elements 
when exercising its rate-fixing pre- 
rogative. To my mind the statute is 
to be viewed in the light of reason and 
common sense, to the end only that the 
rates as fixed be just and reasonable. 
It is not without point at this junc- 
ture to note that another case cited by 
my brothers, Smyth v. Ames, 169 US 
466, 42 L ed 819, 18 S Ct 418, was 
decided in 1898, just a few short years 


prior to the enactment of the statute 
presently under consideration, but 
that the Michigan statute did not 
incorporate all of the elements enun- 
ciated by the Supreme Court in Smyth 
v. Ames as being criteria in de- 
termining the issue of just compensa- 
tion to a public utility. True it is 
that most of the elements found in 
Smyth v. Ames were included, but our 
Michigan legislature must be presumed 
to have purposely left the door open 
to exercise of reasonable discretion and 
judgment by the Commission, without 
placing the Commission in a strict leg- 
islative strait jacket. Further, it is 
most significant to note that the more 
recent case of Hope Nat. Gas Co. 
(1944) 320 US 591, 88 L ed 333, 
51 PUR NS 193, 64 S Ct 281, had not 
at that time been decided, and it is 
beyond contention that the Hope Case 
has reflected and influenced the more 
enlightened, modern approaches and 
practices presently in effect coincident 
with the problem of rate making. 


While I cannot with any propriety 
or assurance state what our Michigan 
supreme court would or might have 
done at the time of its decision in the 
Telephone Case, supra, had the Hope 
Case been already handed down at 
that time, yet I feel the modern and 
realistic viewpoint established and ac- 
celerated by the Hope Case would have 
impelled our own supreme court to 
veer from acceptance of the specula- 
tive, conjectural, and unexplained flat 
judgments of the “fair value” approach 
and step on more solid ground, just 
as readily as our courts and regulatory 
bodies have since almost universally 
rejected the reproduction cost new 
basis, choosing instead to adhere to a 
tangible and determinable rate base, 
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one not subject to the whims and ca- 
prices of individual judgment, how- 
ever well-intentioned, a base clearly 
and definitely related to the dollars in- 
vested by the owners of the utility, and 
one not subject to the rise and fall of 
price indexes and influence of economic 
cycles. Two questions may properly 
be raised at this point. The first ques- 
tion is, should the ratepayers be re- 
quired to pay a return on money not 
actually invested in the property. The 
second question is, should security pur- 
chasers pay an inflated price for the 
company’s common stock based upon a 
value of stock not represented by actual 
dollars invested. 

It is contended by my brothers that 
“fair value” for rate-making purposes 
is the “present fair value” of the prop- 
erty of the utility devoted to the public 
service, and it would therefore follow 
that it need not be and is not related 
to the dollar investment of the own- 
ers of such utility in such plant, nor to 
the reasonable earnings requirements 
of such utility, nor to its ability to at- 
tract new capital. In other words, this 
concept places the utility in the same 
bracket as any competitive business and 
lays aside other factors or elements 
which in such case should properly be 
considered, such as the advantage of 
investment in a regulated monopoly, 
generally serving a selected area, free 
from the fears or risks generally inci- 
dent to unregulated businesses in the 
free and open competitive market. 


It is my view that “fair value” is 
that value which is fair to the investor 
as representative of the dollars he has 
placed into the public utility enterprise, 
a reasonable view when weighing and 
balancing, as we should, in the regu- 
latory field, the respective investor and 
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consumer interests. Further, that the 
investor is entitled to a reasonable earn- 
ing upon that dollar investment, an 
investment which, because of the neces- 
sary limitations and restrictions of the 
regulatory process, should not be un- 
reasonably subjected to the vagaries 
of the economic cycles of inflation or 
depression. It is quite evident that in 
times of depression, the fair value of 
the plant in service, as my brothers 
have defined it, would be less than the 
original cost of such plant, and the 
revenues the utility would be permitted 
to earn at such depressed period, under 
the “fair value” concept of my broth- 
ers, would be less in amount than 
sufficient to meet the ordinary oper- 
ating expenses of the utility. Would 
not the investor, at such time and un- 
der such a formula, cry out “confisca- 
tion” and demand relief at least upon 
an “original cost” basis? In the same 
vein, it is quite logical that if the in- 
vestor should be enabled to capitalize 
upon his investment at the expense of 
the ratepayer, in times of inflation, to 
the extent that he is permitted to earn 
on the temporary enhancement of the 
value of his property, as in the open 
competitive market, should he not 
then be required to patiently submit 
to legal confiscation of his property by 
reason of declining values during times 
of depression, just as in any other 
unregulated business ? 

I do not find in the cases cited by my 
brothers any injunction by our Michi- 
gan supreme court that Michigan is a 
“fair value” state, as defined in the 
majority opinion. At best the Tele- 
phone Case, supra, was dicta, and the 
supreme court passed only upon the in- 
stant matter then before it, a writ of 
mandamus, upon different circum- 
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stances, in a matter affecting an en- 
tirely different type of utility, operat- 
ing under an entirely different statute. 
If such were the case, then certainly 
the Commission has not harkened unto 
the fiat justicia in recent rate matters 
having come before it, to name several, 
to wit: 

(a) Re Michigan Bell Teleph. Co. 
(1948) T-252-48.16, 75 PUR NS 
436, wherein all evidence submitted to 
and considered by the Commission was 
on an “original cost” basis. 

(b) Re Detroit Edison Co. (1949) 
D-1722-49.1, 78 PUR NS 360, 373, 
wherein three “computed rate bases” 
were submitted and considered, but end 
result was tested as to reasonableness 
by application of an “original cost” 
rate base. 

(c) Re Consumers Power Co. 
(Gas) (1949) D-2948-49.2, 78 PUR 
NS 315, 326, 327, wherein company 
submitted evidence on “reconstruction 
cost new” basis but which was re- 
jected by Commission on grounds : that 
it had no foundation in the law or 
equities of rate regulation; that deter- 
mination of fair value of utility prop- 
erty requires a consistent standard, 
whereas R.C.M. (reconstruction cost 
new) involves consideration of con- 
tinuously changing values and affords 
no such standard; not realistic; does 
not represent an actual outlay of money 
by investors ; attempts to attach a value 
of property determined under competi- 
tive conditions in sale of its products 
to property devoted to public use under 
regulated monopolistic conditions ; re- 
flects merely change in purchase value 
of investors’ dollars while giving no 
similar benefit to holders of senior se- 
curities as that given to common stock- 
holders. In this proceeding Commis- 
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sion found “fair” value of petitioner’s 
property devoted to its natural gas de- 
partment to be represented by original 
cost rate base presented by Commis- 
sion staff. 

(d) Re Consumers Power Co. (gas 
rehearing) (1949) D-2948-49.8, 81 
PUR NS 249, wherein Commission 
reiterated its earlier “original cost” 
rate base concept. 

(e) Re Michigan Consol. Gas Co. 
(1949) D-3430-49.2, 79 PUR NS 
445, wherein evidence was submitted 
to and received by Commission on an 
“original cost” basis and order fixing 
rates established on that basis. 

Many other cases dating from the 
year 1942 could also be cited as simi- 
lar examples of the foregoing “orig- 
inal cost” concept. I am mindful that 
in each of the foregoing matters, no 
evidence of “fair value,” as presented 


by applicant to the Commission in the 
within proceeding, was submitted to 


the Commission. Further, that stat- 
utes other than the one in the instant 
proceedings were involved. Yet, my 
brothers draw upon adjudicated cases 
not involving sale of electric energy by 
a public utility to bolster the propriety 
of adoption of “fair value” as set forth 
in their opinion. 

Let us contrast the “original cost” 
presentations of the Commission staff 
in the within proceedings with the 
“fair value” presentations of applicant 
company. The impact of the un- 
certainty of “fair value” judgment 
figures, however well-intentioned, and 
as ably expressed by persons of dem- 
onstrated stature and experience in the 
field of public utilities appraisals and 
valuations, when contrasted with an 
“original cost” rate base, could be no 
better illustrated than by the testimony 
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in the instant case. Mr. Farrell of 
Jensen, Bowen, and Farrell, consult- 
ing engineers, after physical appraisal 
of the properties of applicant com- 
pany, submitted the highest figure of 
all in his Exhibit 52, when he placed 
the electric plant valuation based on 
January 1, 1948, price levels at $412,- 
721,000. In the same exhibit the ap- 
plicant company sought to establish 
the value of the electric plant at $366,- 
533,000 on a reproductive cost new 
basis, predicated upon the average 
price levels for the five years preced- 
ing January 1, 1948. 

Another witness for the company, 
J. Samuel Hart, consulting engineer, 
testified that in his judgment the pres- 
ent fair value of the electric property 
was $350,000,000. This witness tes- 
tified on extended cross-examination 
by the assistant attorney general, and 
in direct reply to questions by me, 
that he could arrive at no other figure, 
because it was based upon all of the 
factors and physical properties of ap- 
plicant company which he considered 
at the time of making his estimate, 
and that it was a judgment figure 
which could not be broken down into 
integral parts. Again, Justin R. 
Whiting, president of the company, 
testified that in his opinion the -fair 
value of the electric plant was between 
$337,000,000 and $345,000,000. 
Finally, my brothers on the Com- 
mission find the present fair value of 
the electric plant to be $330,000,000. 
Here is tangible evidence of the 
vagaries of “fair value” estimates by 
various gentlemen, all well qualified 
in their respective fields, who place 
the value of the electric plant at $330,- 
000,000 to $412,721,000, but only 
one of which, the highest figure, 
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based upon an extensive physical ap- 
praisal of the property itself, repre- 
sented anything other than a fixed 
judgment figure incapable of dissec- 
tion and analysis. 

Contrast the foregoing with the 
“original cost” presentation of the 
staff of the Commission, an approach 
or concept contemplated by the Uni- 
form System of Accounts adopted by 
the Federal Power Commission and 
subsequently adopted by this Commis- 
sion under date of September 15, 
1937. The first original cost rate 
base presented by the staff represented 
a weighted average rate base for the 
year 1949 of $241,395,000. The sec- 
ond original cost rate base submitted 
by the staff was an unweighted aver- 
age rate base of $247,955,000. This 
original cost rate base represents the 
actual dollars invested in gross elec- 
tric plant by the owners, i. ¢., stock- 
holders and creditors thereof, less de- 
preciation reserve, plus an allowance 
for materials and supplies and work- 
ing capital. The included elements are 
thus clearly open to inspection, analy- 
sis, and inquiry. Upon this basis the 
investor’s dollar is always considered 
on a uniform, continuing basis, not 
subject to the fluctuations incident to 
economic shifts and changes. 

In adopting an original cost rate 
base for the purpose of determining 
rates, such a base should normally re- 
flect the average plant in service dur- 
ing the test year rather than the 
amount at the end of the year. Addi- 
tions to plant are usually for the pur- 
pose of providing capacity to serve 
new customers and additional load as 
required. If plant in service at the 
end of the year is to be used as a rate 
82 PUR NS 





MICHIGAN PUBLIC SERVICE COMMISSION 


base then the level of income at the end 
of the year must also be used. 

The staff’s average rate base for the 
test year 1949 was $247,955,000. 
Petitioner has claimed that the staff’s 
estimate of working capital included 
in that rate base is too low and that it 
was not proper to consider the accru- 
als for Federal income tax as being 
available for working capital. It fur- 
ther alleged that its plant for the year 
1949 was deficient to the extent of 
$29,000,000, if the proper margin for 
capacity were to be maintained. 

It is not necessary that I pass upon 
the merits of the company’s claims for 
additional working capital or plant 
deficiency, but I wish to consider and 
point out the effect if these items were 
to be added to the staff’s average rate 
base. The staff excluded $5,239,000 


from its calculated working capital 


because it maintained that such 
amount was more than offset by the 
Federal income tax accrual. Peti- 
tioner represented that accruals for 
Federal income tax are not normally 
used for corporate purposes. Testi- 
mony was offered showing that the 
average cash balances during 1947 
and 1948 exceeded the Federal income 
tax accrual by two and one-half times. 
The only year in which the cash bal- 
ance was less than the tax accrual was 
during the year 1949. Since cash 
balances normally exceed the Federal 
income tax accrual, perhaps Federal 
income tax accruals should not be con- 
sidered available for working capital in 
the instant proceeding. By adding 
the $5,239,000 and the $29,000,000 
for plant deficiency claimed by peti- 
tioner to the staff’s average rate base, 
a rate base of $282,194,000 is devel- 
oped. I do not necessarily consider 
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this as the proper original cost rate 
base but only that it represents the 
maximum upon which rates could 
properly be made if the company’s 
claims for additional working capital 
and plant deficiency were accepted. 

The next step in this approach to 
the determination of fair and reason- 
able rates is consideration of the 
proper rate of return. I consider the 
basic factor, as well as the most im- 
portant element of a fair rate of re- 
turn, to be the cost of money to the 
company. . Dr. Badger, a financial ex- 
pert and witness for the staff in these 
proceedings, developed a cost of 
money for petitioner’s electric depart- 
ment of 5.7 per cent. I would con- 
sider this figure to be the floor for a 
rate of return. 

It is generally considered proper to 
give due weight to elements peculiar 
to the utility’s operations, such as pre- 
vailing economic conditions, risks of 
the business, the trend of the com- 
pany’s operations, efficient manage- 
ment, and value of the service ren- 
dered, in arriving at a fair and reason- 
able rate of return. To reduce such 
elements to a quantitative per cent is, 
of course, a matter of judgment. In 
the instant case I am mindful of the 
fact that petitioner has just recently 
been divorced from its parent com- 
pany, Commonwealth and Southern 
Corporation, and is now required to 
stand on its own feet as to its financing 
and operations. I am also aware that 
petitioner has a substantial construc- 
tion program ahead of it and is in 
need of raising additional capital 
Further, that it is highly desirable 
that such additional capital be raised 
by the sale of common stock. As to 
the value of service rendered by peti- 
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tioner, it appears that its rates are 
lower than many other similar utili- 
ties, not only in Michigan, but 
throughout the United States. 

With all of these elements in mind, 
it is my opinion that a rate of return, 
based on original cost, of 64 per cent 
is not unreasonable under the circum- 
stances and facts of the instant case. 
If the average rate base of the staff 
of $247,955,000 were used, net rev- 
enue of approximately $15,500,000 
would result. The majority opinion 
has made a finding that the net rev- 
enue for petitioner for the test year 
1949 is $16,222,000. On this basis 
it is clear that no increase is war- 
ranted. However, there may be merit 
to the company’s contention as to 
working capital and plant deficiency. 
For the purpose of testing the result 
of the majority opinion only, we take 
the rate base of $282,194,000, which 
is the staff’s average original cost rate 
base, with the additions for working 
capital and plant deficiency included, 
and assuming a rate of return of 6} 
per cent, the resulting revenues would 
be $17,637,000. Deducting $16,222,- 
000 as available for the test year, a 


deficiency after taxes of $1,415,000 
is indicated. Before taxes this amount 
becomes $2,282,000 as the amount 
which the gross revenues would have 
to be increased. I do not conclude 
that such an increase is warranted but 
merely show the development of such 
amount as the outside limit of reason- 
ableness when the disputed amounts 
of additional working capital and plant 
deficiency, claimed by the company, 
are granted. 

I must conclude, from my consid- 
ered study and analysis of the record 
in these proceedings and of the electric 
statute, that the judgment figure for 
fair value of $330,000,000, as found 
by my brothers, leads to unfair and 
unreasonably high rates, that a more 
accurate, more reliable and realistic 
determination of fair value of the util- 
ity plant in service, is exemplified by 
the original cost rate base developed 
by the staff, and that the application 
of such a rate base with due allowance 
for additional working capital or plant 
deficiency as may exist, together with 
the application of a fair and reasonable 
rate of return, yields a proper level of 
rates. 
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ARKANSAS PUBLIC SERVICE COMMISSION 


Re Southwestern Bell Telephone 
Company 


Docket No. U-412 
February 2, 1950 


NVESTIGATION of telephone company base rate areas; show 
I cause order dismissed without prejudice in so far as it directed 
conforming base rate areas with corporate limits, rate schedules 
approved, and provisions made as to revision of base rate areas. 


Rates, § 541 — Telephone — Base rate area — Municipal boundaries. 
1. A telephone company should not be required to make its base rate areas, 
beyond which it collects mileage charges, conform to corporate limits in all 
cities, p. 121. 

Rates, § 541 — Telephone — Base rate area — Report on revision. 
2. A telephone company should make periodic surveys of the base rate 
situation as applied to each exchange and should report the results of those 
surveys to the Commission, in order to prevent a lag in the institution of 
reasonable base rate area changes, p. 122. 


Payment, § 16 — Recovery of undercharges — Telephone mileage charges. 

3. The burden is upon a telephone company to bill its subscribers for such 
mileage charges as may be owed at the proper time, or at least within a 
reasonable period thereafter, since it is unreasonable to expect a subscriber 
to determine whether he owes a mileage charge or not; and the company 
should make no retroactive billings for mileage charges on a date more than 
thirty days after such charges accrue unless such failure to render the proper 
billing is due to the wilful misconduct of the subscriber, p. 123. 


* 


By the Commission: On Novem- mission of several complaints from 


ber 23, 1949, this Commission issued 
its order requiring Southwestern Bell 
Telephone Company to appear and 
show cause why the base rate areas of 
the company should not be made to 
conform to the corporate limits of the 
various cities and towns of this state 
in all cases where the boundary lines 
delineating such base rate areas fall 
within the corporate limits of such 
cities and towns. This order was is- 
sued following the filing with the Com- 
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certain cities that subscribers were be- 
ing discriminated against by the com- 
pany because. of its failure to expand 
the various base rate areas as the cor- 
porate limits of the cities expanded. 
The complaints also charged that some 
subscribers were being billed retro- 
actively by the company for mileage 
charges not previously requested by 
the company. 

A hearing was held in this matter 
on January 4, 1950. At the hearing 
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the following appearances were en- 
tered: (1) Southwestern Bell Tele- 
phone Company (hereinafter referred 
to as respondent) by Blake Downie, 
its attorney; (2) city of North Little 
Rock by W. E. Phipps, City Attorney ; 
(3) twenty-five subscribers of Forrest 
City by Fletcher Long, their attorney. 


[1] At the outset of the hearing it 
was stipulated by the parties that in 
some cases the respondent’s base rate 
areas do not include all the area within 
the corporate limits, and that in some 
other cases the base rate areas extend 
beyond the corporate limits. It was 
also stipulated that it is the policy of 
the company that when, through error 
or otherwise, a subscriber is not billed 
the mileage charge, and the error is 
subsequently discovered, the sub- 
scriber is billed for that charge; and 
also that when a subscriber is errone- 
ously billed in excess of the proper 
charge, and the error is subsequently 
discovered, the company refunds the 
overpayment. 


I 


The respondent then proceeded to 
adduce evidence tending to show why 
the boundaries of base rate areas 
should not in all cases conform to cor- 


porate limits. The evidence reflects 
that the question of what territory 
should be included within the initial, 
or base, rate area has been the subject 
of continuous evolution for many 
years. Even the early tariff arrange- 
ments were made with a view toward 
requiring subscribers whose stations 
were located beyond the densely popu- 
lated areas to absorb the additional 
cost of service to them. Sometimes 
this absorption was by means of actual 
cash outlay on construction costs, and 
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sometimes was by means of fixed 
monthly mileage charges added to the 
subscriber’s bill. 

Although the base rate area (we 
shall use “base rate” area to include 
the term “initial rate” area, and its 
antecedents, where applicable) bound- 
aries have often coincided with corpo- 
rate limit boundaries, this has never 
been universally the case at any time. 
Rather, the company has recognized, 
and continues to do so, that occasion- 
ally a municipality may, for some rea- 
son not pertinent here, permit the an- 
nexation of territory to it which 
territory is sparsely populated. In 
such cases the application of the re- 
spondent’s “density policy” has com- 
pelled a divergence between the base 
rate area boundary and the corporate 
limit boundary. Likewise, in some 
cases, municipalities have failed to 
annex contiguous territory which was 
densely populated. When that situa- 
tion developed, the application of the 
“density policy” required the inclusion 
of the territory within the base rate 
area even if it was not within the cor- 
porate limits. 

After many years of experience in 
dealing with this problem, the re- 
spondent is convinced that for the 
respondent to adopt a policy of making 
base rate areas conform to corporate 
limits would be inequitable, and would 
result in gross discrimination among 
its subscribers. The unfairness of 
such a policy would be even more glar- 
ing where telephone rates are made on 
a statewide basis, as in Arkansas. It 
would be unreasonable to expect the 
subscribers in a given rate base area 
to absorb the cost of furnishing urban 
service to subscribers in a newly an- 
nexed area of another exchange. 
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The Commission has carefully con- 
sidered all the evidence on this point 
and concludes that it would be un- 
sound regulatory procedure for this 
Commission to require the respondent 
to make its base rate areas conform to 
corporate limits in all cities. 


II 


The evidence reflects that the offi- 
cers and employees of the respondent 
are constantly checking the boundaries 
of the various base rate areas. When 
it becomes apparent that there has 
been, or will probably be, a substantial 
subscriber shift to or away from a par- 
ticular area, a report is made to that 
effect and a proposal is made for alter- 
ing the base rate area boundary to 
follow the shift. If the report and 
proposal are approved by the various 


policy levels of the respondent, then 
such change is filed with this Commis- 


sion for approval. Since the outbreak 
of World War II the respondent has 
not kept pace with the tremendous 
growth and shift in population; con- 
sequently, some of its base rate areas 
in this state have been in need of alter- 
ation for some time. 

On May 18, 1949, the respondent 
filed with this Commission an applica- 
tion for a general rate increase and at 
that time asked the approval of the 
Commission of changes in its base rate 
areas of forty-five of the exchanges 
served by it; however, the respondent 
did not at that time file revised maps 
setting out the proposed changes in 
the base rate areas. 

At the hearing in this docket the 
respondent filed exhibits, and evidence 
was taken, as to the particular situa- 
tions existing in (1) Paragould, (2) 
Forrest City, (3) Little Rock and 
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North Little Rock, (4) Eudora, and 
(5) Hot Springs. The Commission 
thereupon requested that the company 
file its proposed revised base rate area 
maps for all of the forty-five towns, 
and this was done shortly following 
the hearing. The evidence in the hear- 
ing reflected that the proposed changes 
were made in the exhibited maps as a 
result of careful surveys by the re- 
spondent, and that similar surveys 
were made in respect to the entire 
group of forty-five exchange revisions. 
The Commission has carefully ex- 
amined all of these revisions and 
believes that they are reasonable and 
should be approved. 


III 


[2] The evidence reflects that there 
is no logical reason why the respondent 
should not make periodic surveys of 
the base rate situation as applied to 
each of its exchanges in this state and 
why it should not report the results of 
those surveys to the Commission. The 
Commission believes that such period- 
ic reports will prevent the company 
from lagging in instituting reasonable 
base rate area changes. These reports 
need not be complicated. They should 
indicate (a) whether a base rate area 
change should be made and, if so, a 
map reflecting the proposed change 
should be filed; and (b) if not, a def- 
inite statement by the company to the 
effect that the area has been surveyed 
and that no change is deemed neces- 
sary at that time. 

It is the finding of the Commission 
that such a report could and should be 
reasonably submitted to the Commis- 
sion for each exchange at intervals of 
not to exceed three years; the initial 
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interval to run from the effective date 
of this order. 


IV 


The statements contained in III 
above should not be construed to mean 
that the respondent should discontinue 
its policy of maintaining a constant 
check to determine the necessity of 
base rate area changes. On the con- 
trary, when such needed changes are 
discovered and approved by the com- 
pany, the proposed changes should be 
forthwith submitted to the Commis- 
sion for approval. In this way the 
Commission will be able to examine 
each proposed change as it arises, and 
the subscribers in one area will not be 
forced to wait for relief upon the sub- 
scriber development in other areas. 


Vv 


[3] The Commission has given 


careful consideration to the policy of 
the company of billing subscribers for 
mileage charges which have accrued 
against such subscribers during pre- 
vious billing periods but which, 
through error or other reason, were 
not billed at the proper time. The 
Commission believes that the burden 
should be upon the respondent to bill 
its subscribers for such mileage 
charges as may be owed at the proper 
time, or at least within a reasonable 
period thereafter. It is unreasonable 
to expect a subscriber to determine 
whether he owed a mileage charge or 
not. The Commission therefore finds 
that the company should make no ret- 
troactive billings for mileage charges 
on a date more than thirty days after 
such charges accrue unless such failure 
to render the proper billing is due to 
the wilful misconduct of the sub- 
scriber. 





UTAH PUBLIC SERVICE COMMISSION 


Re Edward Walker Varney, Doing 
Business As Varney & Sons 


Case No. 3111 
January 16, 1950 


PPLICATION for certificate of convenience and necessity to 
i \ operate as special service common carrier of property in 
intrastate commerce; denied. 


Certificates of convenience and necessity, § 12 — Commission jurisdiction — Com- 
mon motor carriers — Contractor service. 

The Commission is without authority to award a common motor carrier cer- 

tificate to an applicant proposing to render what are essentially services in 

which materials and labor and knowledge and skill as a contractor, artisan, 

gardener, or builder would make up the principal elements upon which com- 
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pensation would be based and which services do not primarily relate to the 
transportation of the property of others for compensation. 


APPEARANCES: Allen G. Thur- 
man, for petitioner; Harry D. Pug- 
sley, for Salt Lake Transfer and Ash- 
worth Transfer Company; P. W. 
Fuller, for Fuller-Toponee Truck Co. ; 
S. N. Cornwall, for Rio Grande Motor 
Way, Inc.; Ray B. Needham, for 
Bamberger Railroad Company. 

By the Commission: This case 
came on regularly to be heard before 
the Commission at Salt Lake City, 
Utah, on the 19th day of September, 
1947, 

The applicant seeks a certificate of 
convenience and necessity to operate 
in special services as a common motor 
carrier of property in intrastate com- 
merce. The testimony of the applicant 


clearly and affirmatively shows that 
the services which he seeks to perform 
are essentially services in which ma- 
terials and labor and knowledge and 


skill as a contractor, artisan, gardener, 
or builder will make up the principal 
elements upon which compensation 
will be based and are not services 
which relate primarily to the transpor- 
tation of property of others for com- 
pensation or hire. 

We accordingly conclude that the 
services sought to be performed by the 
applicant would not bring him within 
the category of either a common or 
a contract carrier of property as de- 
fined by the statutes of this state, and 
that this Commission is without juris- 
diction to grant applicant a certificate 
orapermit. (See McCarthy v. Public 
Service Commission [1947] 111 Utah 
489, 184 P2d 220.) 

It is therefore ordered that the ap- 
plication be and the same is hereby 
denied. 
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VERMONT SUPREME COURT 


City of Newport et al. 


Vv. 


Newport Electric Division of Citizens 


Utilities Company 


No. 1759 
— Vt —, 70 A2d 590 
January 3, 1950 


PPEAL from Commission order fixing electric rates; reversed 
A and remanded. For Commission decision, see (1948) 81 
PUR NS 449. 


Procedure, § 30 — Findings — Evidence to support. 
1. A finding by the Commission, in order to be warranted by the evidence, 
must be supported by substantial evidence in the case, p. 126. 


Rates, § 650 — Sufficiency of findings — Disclosure of method. 
2. The Commission, although not bound to the use of any single formula 
or combination of formulae in determining rates, is not thereby relieved 
from the duty to disclose the method employed to reach prescribed rates so 
that the validity of its conclusions may be tested by judicial review, p. 127. 


Return, § 15 — Presumption as to reasonableness. 
3. A presumption that a 6 per cent rate of return is just and reasonable is 
rebuttable and cannot prevail when there is no evidence to support a finding 
as to its reasonableness, p. 127. 


Return, § 15 — Finding to support allowance. 
4. The right of the Commission to reject the testimony of a witness that a 
rate of return of 8.6 per cent is required for a company to carry on its 
business does not obviate the requirement that there be substantial evidence 
on which to base a conclusion that a 6 per cent rate is just and reasonable, 
p. 128. 


Appeal and review, § 19 — Presenting question for review — Reasonableness of 
return. 
5. A public utility company, in order to test the validity of a finding by the 
Commission as to the reasonableness of return, need not raise the question 
of confiscation, p. 128. 


Return, § 16 — Right to earn. 
6. A public utility company is guaranteed by statute not only just and rea- 
sonable rates, but also a rate of return on which the rates are based, p. 128. 


> 
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APPEARANCES: Fred E. Gleason, 
Montpelier, and Milton S. Gould, New 
York city, for appellant Citizens Utili- 
ties Co.; Clifton G. Parker, Attorney 
General, for the state of Vermont. 

Before Sherburne, CJ., and Jef- 
fords, Cleary, Adams, and Blackmer, 


JJ. 


Jerrorps, J.: This is an appeal 
from an order of the Public Service 
Commission. From the findings of 
fact it appears that the Citizens Utili- 
ties Company, hereinafter called the 
company, on February 18, 1948, filed 
with the Commission revised rates for 
electric service whith were in effect 
increases and that these rates were 
duly protested. The new rates went 
into effect on March 19, 1948, by the 
filing of the required bond. 


The Commission found that these 
new rates are not just and reasonable. 
It then found the rate base on which 
the company was entitled to earn a re- 
turn. It found that a return on this 
rate base of 6 per cent is just and rea- 
sonable. It made findings as to the 
operating revenue of the company un- 
der its rates prior to the increase and 
found the necessary amount to be add- 
ed thereto to provide the operating in- 
come necessary to cover the 6 per cent 
rate of return. The Commission then 
set forth rate schedules in its order 
which it found would produce the re- 
quired operating income in a normal 
water year. It found that such rate 
schedules were just and reasonable. 


The only exception set forth by the 
company in its bill of exceptions which 
is here urged is to certain findings of 


fact made by the Commission. It is 
claimed on the part of the state, which 
opposed the increase in rates and by 


its attorney general briefed and argued 
the case in this court, that the excep- 
tion is too general to be available here 
as no particular finding is pointed out 
and no particular fault is indicated. It 
cites several of our cases in support of 
its claim. 

The exception is very poorly word- 
ed. If the language and punctuation 
used to set it forth were to be given a 
strict literal construction, the result 
would be as claimed by the state. But 
although its form is bad, it is clear 
that it was intended as an exception 
both to the finding that a rate of re- 
turn of 6 per cent is just and reason- 
able and to the order carrying this 
finding into effect on the ground that 
neither is warranted by the evidence. 
Although this finding is not mentioned 
specifically by number or recited, it is 
apparent that it was intended to have 
the exception apply thereto, as it is the 
only one in which the rate of return 
of 6 per cent is mentioned. The par- 
ticular fault pointed out is that the 
finding is not warranted by the evi- 
dence. In determining the sufficiency 
of the exception, the fact that the find- 
ings and the order were not filed sep- 
arately but are contained in one docu- 
ment is taken into consideration. Al- 
though the exception is defective in 
form, we are of the opinion that in 
substance it is sufficient to pass the 
tests required by our cases dealing 
with this subject matter. 

No exception to the order is briefed, 
and there is no available exception to 
the other findings, so we need give 
our attention only to the question of 
whether the finding that a return of 6 
per cent is just and reasonable is war- 
ranted by the evidence. 

[1] In order for a finding to be 
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warranted by the evidence, there must 
be substantial evidence in the case to 
support it. D’Amato v. Donatoni 
(1933) 105 Vt 496, 502, 168 Atl 564; 
Farmers Exchange v. Walter A. Low- 
ney Co. (1921) 95 Vt 445, 451, 115 
Atl 507. This general rule is fol- 
lowed and applied to a finding by a 
Public Service Commission. Sabre v. 
Rutland R. Co. (1913) 86 Vt 347, 
368, 85 Atl 693, Ann Cas 1915C 
1269; Ohio Bell Teleph. Co. v. Public 
Utilities Commission (1937) 301 US 
292, 81 L ed 1093, 18 PUR NS 305, 
57 S Ct 724; Norwegian Nitrogen 
Products Co. v. United States (1933) 
288 US 294, 77 L ed 796, 809, 53 S 
Ct 350; 43 Am Jur 724-727 inc. 
The state in its brief neither states 
evidence nor refers us to any by trans- 
cript reference in support of the find- 
ing that a return of 6 per cent is just 
and reasonable. If there is substantial 
evidence to support this finding the 
order of the Commission would be af- 
firmed. If not, the cause would of ne- 
cessity be remanded, with the attend- 
ant expense and delay. In order to 
determine this important question, and 
to the end that no injustice be done to 
either the company or the consumers, 
we have searched the transcript to de- 
termine whether there is such evidence 
in the case, a duty not required of this 
court. The search was barren in its 
results. There is no such evidence. 
[2] The state cites Federal Power 
Commission v. Hope Nat. Gas Co. 
(1944) 320 US 591, 88 L ed 333, 51 
PUR NS 193, 64 S Ct 281, in support 
of its statement that the result reached 
and not the method employed should 
control in determining what is a just 
and reasonable rate. But as pointed out 
in Re New England Teleph. & Teleg. 
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Co. (1949) 115 Vt 494, 502, 79 PUR 
NS 508, 66 A2d 135, although this 
case held that a Commission was not 
bound to the use of any single formula 
or combination of formulae in deter- 
mining rates it is not thereby relieved 
from the duty to disclose the “method 
employed” to reach the prescribed 
rates, so that the validity of its con- 
clusions may be tested by judicial re- 
view. In the Hope Case the com- 
pany contended that it should be al- 
lowed a return of not less than 8 per 
cent. The Commission found that an 
8 per cent return would be unreason- 
able but that 64 per cent was a fair 
rate of return. The Commission set 
forth many and various reasons on 
which it based its conclusion as to a 
fair rate of return. The Supreme 
Court held that in view of these stated 
reasons, it could not say that the an- 
nual return to the company which 
would produce 6} per cent on its rate 
base was not just and reasonable. Thus 
it is seen that in the Hope Case the 
Commission fully disclosed the method 
it used in determining a just and rea- 
sonable rate of return. In the present 
case no such method is disclosed, nor 
could it well be without evidence on 
which to base it. 

[3] The state relies on the presump- 
tion that the 6 per cent rate of return 
is just and reasonable. But this pre- 
sumption is a rebuttable one, Northern 
P. R. Co. v. North Dakota ex rel. Mc- 
Cue, 236 US 585, 59 L ed 735, PUR 
1915C 277, 35 S Ct 429, LRA1917F 
1148, Ann Cas 1916A 1, and it can- 
not prevail when, as here, there is no 
evidence to support the finding. Pet- 
ersburg Gas Co. v. Petersburg, 132 
Va 82, PUR1922C 172, 110 SE 533, 
20 ALR 542. 
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[4] The president of the company 
testified that a rate of return of 8.6 
per cent was required for the com- 
pany to carry on its business. He gave 
his reasons in considerable detail for 
reaching this conclusion. The state 
cites several of our cases in support of 
its claim that the Commission was not 
bound by this testimony in determin- 
ing the question of a reasonable rate. 
It is true that the Commission was 
not required to accept this figure as 
the rate of return to be allowed. But 
this right of rejection as to the 8.6 per 
cent return did not obviate the re- 
quirement that there be substantial 
evidence on which to base the conclu- 
sion that a 6 per cent rate was just 
and reasonable. Taylor v. Henderson 
(1941) 112 Vt 107, 116, 22 A2d 318. 

[5,6] In support of the finding in 


question the state says that the com- 
pany has not raised the question of 


confiscation. But it was not neces- 
sary so to do in order to test the va- 
lidity of the finding by its exception as 
taken. By § 9368, Rev Vt Stats of 
1947, it is provided that when upon 
hearing rates are found to be unjust 
or unreasonable the Commission may 
order and substitute therefor such 


rates as it shall find at the hearing to 
be just and reasonable. It is apparent 
from what we have said in this opin- 
ion and in the Telephone Case, supra, 
that the finding by the Commission as 
to just and reasonable rates provided 
for by the statute must not be arbi- 
trary or capricious whether as to the 
rates set forth in the order or to the 
rate of return on which they are based. 
As shown in the Telephone Case the 
rates allowed are dependent in amount 
upon the rate of return which must be 
determined from all the evidence in the 
case. Thus the statute, in effect, guar- 
antees to a public utility company that 
the rates found by the Commission to 
be just and reasonable shall so be in 
fact and in law under the tests applied 
on judicial review. It also, by neces- 
sary implication, gives the same guar- 
anty as to the rate of return on which 
the rates are based. The company 
could insist upon this right and did not 
need, in addition thereto, a claim of 
confiscation. 

The order of the Commission is re- 
versed pro forma and the cause is re- 
manded for a hearing de novo in ac- 
cordance with the views herein ex- 
pressed. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; mews concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


Rochester Gas & Elec. Plans 
Large Program 


= Rochester Gas and Electric Company’s 
construction budget for 1950 provides for 
additions and improvements to its utility sys- 
tems estimated to cost $13,588,805. Of the bud- 
geted amount, $9,810,279 is for the electric 
system ; $2,925, 340 for additions and improve- 
ments to the gas system; and $853,186 for the 
steam heating and common utility plant. 

The major project proposed for the year is 
the completion of the installation of the second 
generating unit at the new Russell steam elec- 
tric generating plant. The total cost of this 
second unit is estimated at $7,337,000, of which 
approximately $4,700,000 is expected to be 
spent during 1950. 


U.S. Testing Meets Requirements 
Of Nat’l Safe Transit Committee 


HE UNITED STATES TESTING COMPANY, 
INc., announces that it has met the require- 
ments of the National Safe Transit Committee 
and has been appointed a “Certified Labora- 
tory” by this group, which is sponsored by the 
Porcelain Enamel Institute, Washington, D. C. 
The National Safe Transit Committee was 
established for the purpose of initiating a 
practical program for reducing damage to 
packaged articles during handling and while 
in transit. The problems of vibration and im- 
pact have long been a source of concern to 
American industries. Now manufacturers in 
the East have available the services of a mod- 
ern well equipped laboratory that is able to 
conduct all tests prescribed by the Safe Transit 
Committee’s Projects 1 and 1A. 

The United States Testing Company also 
offers a consultation service to provide recom- 
mendations for the improvement of packaging 
and packaging materials to meet the National 
Safe Transit Committee’s shipping require- 
ments. These package testing services are 
backed by the Company’s seventy years of ex- 
perience in industrial testing procedures. 


Gould Issues Bulletin on Glass 
Jar Stationary Batteries 


HE GOULD SToRAGE BATTERY CORPORATION, 
Trenton, New Jersey, has published an in- 
formative, helpful bulletin (No. GB932) giv- 
ing detailed instructions on the installation and 
operation of glass jar batteries for stand-by 


service, control, telephone, telegraph, emer- 
gency lighting, fire alarm, and other stationary 
installations. The new 84 x 11 bulletin includes 
three sections on installation, nine on opera- 


tion, and a complete table of finish charge rates 
and 8-hour discharge rates for 97 different 
battery sizes and types. 


Raymond Ankner Joins Staff of 
Management Engineering Firm 


AYMOND G. ANKNER, a head accountant for 

7 years for the Federal Communications 
Commission New York Field Office, has been 
retained as a Utilities and Communications 
Consultant by Slater-Byrne Management As- 
sociates, Business Engineering Consultants. 

Mr. Ankner was recently retained in a con- 
sulting capacity by the New York Public Serv- 
ice Commission in connection with the pend- 
ing applications of the New York Telephone 
Company for increased telephone rates in New 
York State, 

Mr. Ankner, a graduate of New York Uni- 
versity, specializes i in public utility rate studies 
and investigations and has appeared as an ex- 
pert accounting witness in several states in- 
volving rates of Bell System companies. 


Decals Help Identify 
Proper Fire Extinguisher 


i help identify and locate the proper fire 
extinguisher in a hurry, the Meyercord 
Company, Chicago decalcomania manu- 
facturer, reports the development of three new 
decal sets for positive selection of three types 
of extinguishers for fires of: 1) wood, paper, 
rubbish; 2) electric, gas, chemical; and 3) of 
any origin except electrical. 

Details regarding these copyrighted de- 
signs may be obtained by writing the Meyer- 
cord Company, 5322 W. Lake street, Chicago. 


Ford, Bacon & Davis Names 
Two New Vice Presidents 


HoMAS I. CrRowELL, Jr. and Charles B. 

Cooke, have been elected vice presidents 
of Ford, Bacon & Davis, engineers-construc- 
tors, of New York, Chicago, Philadelphia and 
Los Angeles, according to an announcement 
by E, S. Coldwell, president. 

Mr. Crowell joined the organization in 1936 
and since 1948 has been Manager of the Re- 
port Department, which makes surveys and 
reports for the firm’s clients on business, man- 
agement and technical problems. 

Mr. Cooke started with Ford, Bacon & 
Davis in 1911. He has had charge of many 
comprehensive studies of the problems of 
transportation and electric utility companies 
dealing with operations, reorganizations, regu- 
lation and programs for modernization. 
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This announcement is not, and is not to be construed as, an offer to sell, or a solicitation 
of an offer to buy, any of these securities. 


April 3, 199 


Iowa Electric Light and Power 
Company 


108,834 Shares, +.80% Cumulative Preferred Stock 
($50 par value) 


925,000 Shares, Common Stock 
($5 par value) 


The Company is offering the above Preferred Stock and 839,628 shares of the above 
Common Stock in exchange for its outstanding cumulative preferred stock ($100 
par value), Series A 7%, Series B 6%4%, and Series C 6%, on the basis of $50.25 
per share of Preferred Stock and $13.75 per share of Common Stock, as further 


set forth in the offering Prospectus. 


The Underwriters named in the Prospectus have severally agreed, subject to 
certain conditions, to purchase such shares of the above Preferred Stock and Com- 
mon Stock as are not issued pursuant to acceptances of the Exchange Offer, which 
expires on April 12, 1950, including 85,372 shares of the above Common Stock not 
offered in the exchange which are being offered initially at a price of $13.75 per share. 


Prior to and after the expiration of the Exchange Offer, the several Underwriters 
may offer and sell Preferred Stock and Common Stock as set forth in the Prospectus. 


Copies of the Prospectus may be obtained from such of the several underwriters, 
including the undersigned, as are registered dealers in securities in this State. 


The First Boston Corporation G. H. Walker & Co. 
Blyth & Co., Inc. Merrill Lynch, Pierce, Fenner & Beane 
Smith, Barney & Co. White, Weld & Co. A. C. Allyn and Company 


Incorporated 


Central Republic Company W. C. Langley & Co. F. S. Moseley & Co, 
(Incorporated) 


Alex. Brown & Sons W. E. Hutton & Co. Quail & Co, 
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Brand NEW! Another Dodge First! 


LUID DRIVE. for TRUE 
Greater smoothness...longer life! 


One of the great engineering achieve- 
ments of all time is now available on 
trucks. 


The achievement is gyrol FLUID DRIVE. 
The trucks are Dodge ‘“‘Job-Rated” %- 
ton, 34-ton and 1-ton models. 


Smooth operation . . . nothing like it in 
other trucks .. . can now be yours. Why? 
Because power is transmitted by fluid 
—not by a rigid mechanical connection. 


New truck economy —another result of 
FLUID DRIVE’S cushioned operation— 
means big savings to you: 1. In reduced 


wear of vital 7, ... 2. In lower service 
expense. .. . In more mileage from 
tires. ... 4. In fou truck life! 


Note in the illustration above how gyrol 
Fluid Drive works for you. 


See your Dodge Dealer. Ask him to 
demonstrate a FLUID DRIVE Dodge 
“*Job-Rated’”’ truck. Feel the difference. . . 
the smooth power of Fluid Drive; the 
amazing ease of shifting. 
Remember—the many advantages of 
gyrol Fluid Drive are available only on 
Dodge ‘“‘Job-Rated’’ trucks. 


For low-cost transportation...switch to 


DODGE Job-Rated TRUCKS 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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AN ARCHITECT GOT A MONEY-MAN TO ADMIT, 


“[ never thought of floors in relation to earning power” 











“Floors are such a small fraction of total cost, one tends to forget 
that floor space is actually what a building is for. You say a steel 
Q-Floor costs less than the carpet to cover it? Yet it provides 
electrical availability over the entire exposed area of the floor. And 
the steel construction, being dry, reduces building time 20 to 30%. 
These are factors any investor can easily translate into terms 

of money saved. They mean more revenue over the years 

and earlier revenue right from the start. Let’s look at the details—” 


Write for the simple facts— 


H. H. ROBERTSON COMPANY 
2424 Farmers Bank Building, Pittsburgh 22, Pennsylvania 


Factories in Ambridge, Pa., Hamilton, Ont., Ell ° England 


Offices in 50 Principe! Cities on World-Wide Building Service 





HERE'S WHAT THE ARCHITECT SH 


VVVYeey So 


si 


Why Q-Floor reduces building time 
20 to 30%. 


Q-Floor is steel subfloor, delivered pre 
cut. Two men can lay 32 sq. ft. in 30 se 
onds. Construction is dry, incombustible 
The Q-Floor is immediately used as plat- 
form by other trades. No delay for wet 
materials. No forms, no falsework, or fire 
hazard. Even when steel is slow in delivery, 
steel is still faster. You must allow time for 
demolition and excavation. By that tims, 
the steel is ready. Steel construction give 
a faster completion date. Completion time, 
not starting time, determines how soc 
your investment pays off. 


Why Q-Floor keeps a building modern 
The steel ceils of Q-Floor are crossed ove 
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Bite co DELIVER! 


IN THE UTILITY sOSs 


d built to keep on delivering cost-cutting perform- 
ce tailored to utility needs for a lifetime of profitable 
rvice. The proof is in the records of utilities and 
unicipalities across the nation who have standard- 
ed on CLEVELANDS. Many-purpose CLEVELANDS are 
ore usable, handling anything from long lines to 
cky house services among the trees, poles and nar- 
w clearances of crowded cities. CLEVELANDS move 
ickly on truck or trailer from job to job for new 
heduling economies. To all this add CLEVELANDS 
ilt-in higher capacity and their remarkably low 
perating and maintenance costs and you have 
ORE TRENCH—IN MORE PLACES—AT LESS COST. For 
e full story see your local distributor or write direct. 


HE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE e CLEVELAND 17, OHIO 
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Here’s an 
appraisal 
service in one 
convenient 


package 
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your individual needs : hE RO 
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taspection & Expediting . insurance & Pensions . Purchasing . Rates & Pricing . Research » Sales & Marketing Systems & Methods . Taxes « 
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EWPORT NEWS 
MECHANICAL 
RACK RAKE 


Te Newport News Mechani- 
cal Rack Rake is a power-operated 
rake for cleaning trash racks at wa- 
ter intakes for hydroelectric plants, 
steam plants, pumping stations, ca- 
nals and similar installations. It 
cleans the rack bars of trash and re- 
duces a former major hand operation 
to one of minor periodic activity. 
With Newport News Mechanical 
Rack Rake installations, one man 

Water users per shift can, under ordinary condi- 


troubled with trash are tions, keep the racks clean for a 
invite Oo write or 
new descriptive rack dozen bay Ss. 


rake catalog. 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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MERCOID 


AUTOMATIC CONTROLS 
FOR INDUSTRIAL APPLICATIONS 
REQUIRING POSITIVE CONTROL 
OF PRESSURE, TEMPERATURE, 
Ps LIQUID LEVEL ETC. i 


®% SIMPLE TO ADJUST FORTHE ®& 


a SPECIFIED OPERATING RANGE % 


MERCOID CONTROLS ARE EQUIPPED 
WITH MERCURY SWITCHES, THEREBY 
INSURING GREATER SAFETY, BETTER 
PERFORMANCE AND LONGER CONTROL LIFE 


4 WRITE FOR CATALOG 6005, > 


THE MERCOID CORPORATION 
4201 BELMONT AVE. CHICAGO 41, ILL 
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GMC SIX-WHEELERS 


. 


Bringing the Advantages of Dual Drive 
Design to Many More Truck Operators 


Here’s welcome news for municipalities, public 
utilities operators and other truck users who n 
trucks that combine great tractive ability with low 
gross vehicle weight. 


These new GMC series ‘‘400”’ and ‘‘620’’ 6-wheelers 
answer every requirement of these vocations. In 
the bargain they give you the plus values of GMC 
engineering and design . . . in powerful valve-in- 
head engines that are basically the same as ‘“‘the 
Army’s Workhorse’’. . . in modern, wide-vision, 
extra comfort cabs . . . in rugged, truck-built 
chassis that include such outstanding features as 
wholly new, high efficiency dual drive axles, 
bumper bar grilles, recirculating ball bearing 
steering, Syncro-Mesh transmissions, frames of 
11.1 and 16.03 section modulus. 


These new GMCs offer a long-desired lower cost 
way of hauling big loads, on or off the roads. Let 
your GMC dealer give you the highly acceptable 
facts and figures for your particular job. 


GMC TRUCK & COACH DIVISION © GENERAL MOTORS CORPORATION 


FRUECKS 


24,000 ang 32,000 
Pounds Gyw 


248 ang 270 En 


of 110 gines 


26 E 
°f 150 ang 1 77 net 


Four. and 
Five. 
Speed Syncro-Mes 
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EXIDE-MANCHEX BATTERIES 


assure positive switchgear operation 


at St. Louis, Prairie Substation of 
Union Electric Company of Missouri 


In this modern substation, the 60-cell DME-11 
Exide-Manchex installation is used for D.C. control 
circuits, including switchgear tripping and closing, 
and emergency lighting. Exide-Manchex Batteries 
were chosen for their well-known dependability, long 
life, low cost maintenance and many outstanding 
features which are equally important to you. They 
include... 
e the famous manchester positive plate with its 
exclusive lead button construction. 
slotted plastic separators, impervious to chemical 
and electrical reaction. 


plastic spacers that maintain perfect plate align- 
ment. 


e the latest development in molded glass jars. 


e heavy terminal posts with copper inserts for extra 
conductivity. 
Combined, these Exide-Manchex features assure you 1 3 88 
dependable power for positive operation of switch- 
gear...an adequate and uninterrupted supply of DEPENDABLE BATTERIES FOR 62 YEARS 
current for all your stationary storage battery re- 1950 
quirements in central and substation service. 
“Exide” and ““Manchex” Reg. Trade-marks U. S. Pat. Of. 


THE ELECTRIC STORAGE BATTERY COMPANY «- Philadelphia % 


Exide Batteries of Canada, Limited, Toronto 
ee 
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“NElectronic BILL COMPUTATION 
<> Automatically... 


~ by the IBM ELECTRONIC CALCULATING PUNCH 


Computation of utility bills is greatly speeded by the IBM Electronic Calcu- 
lating Punch, a highly flexible machine which performs the following 
operations automatically: 


Calculates: total consumption 
Determines consumption. for combined meters and meter 
changes. 


Applies meter constants. Extends bill amounts in accord- 
ance with rate schedule blocks. 


Considers meter turns for 3, 4, 
and 5 dial meters. Computes fuel adjustment amounts. 
Determines total bill amount by 
adding consumption charge to fuel 
adjustment amount. 


Calculates prorated bill amount if 
period is irregular. 


Determines whether minimum 
charge applies. 


Punches consumption, fuel adjust- 
ment, and bill amount into billing 
cards. 


This Electronic machine performs the computation for all bills, including that 
for irregular bills, at a uniform speed of 100 cards a minute. 

Our descriptive booklet, “Customer Accounting For Electric, Gas, and Water 
Utilities” is available upon request. 


(IBM 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 





Tue American Arppraisat Company 
ORIGINAL COST STUDIES «e VALUATIONS ¢ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
aad other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


Jord, Bacon & Davis 
BED} varasrons Engineers eourrsrerio™ 


NEW YORK @ PHILADELPHIA © CHICAGO @ LOS ANGELES 














GILBERT ASSOCIATES, Ivc. 





ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Electric, Gas Purchasing and Expediting 
Hydraulic, Sanitation Serving Utilities and Industrials Rates, Research, Reports 
Designs and Construction e e Personnel Relations 
Inspections and Surveys Reading New York Houston Original Cost Accounting 
Feed Water Treatment Philadelphia @ Washington Accident Prevention 


—— HENKELS & McCOY —— 


Electric & Telephone Line Construction Company 
TRANSMISSION DISTRIBUTION CONTRACT ORS RIGHT OF Wars 
OVERHEAD UNDERGROUND CHEMICAL CONTROL 
CONSTRUCTION MAINTENANCE PHILADELPHIA TREE TRIMMING 
BALL FIBLD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. GAS AND OIL LINES 
NOW WORKING IN FOURTEEN STATES 
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PROFESSIONAL DIRECTORY 
(continued) 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 





The uljia n Coyowiion 


a oe oe CONSTRUCTORS 
1200 NORTH BROAD STREET, PHILADELPHIA 21, PA. 


HEMICAL, AND INDUSTRIAL FIELL 


etersburg, Fla. * Rome * Calcutta * 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 














Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND : SPECIALISTS IN 
OPERATING ENGINEERS z ACCOUNTING, FINANCING, RATES, 
PURCHASING : INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 





(Professional Directory Continued on Next Page) 











Public Utilities Fortnightly 
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SANDERSON & PORTER 


ENGINEERS 
AND 
CONSTRUCTORS 


& 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—tindustrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports— Appraisals 


80 BROAD STREET 


Consulting Engineering 


NEW YORK 4, N. Y. 








ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 
alvnelas’ Refuse inet a lndeetial Buildings 
City Planning, Reports, Valuations, Laboratory 


121 SOUTH BROAD STREET PHILADELPHIA 7 


GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


HARRISBURG, PENNSYLVANIA 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 








BLACK & VEATCH 


CONSULTING ENGINEERS 
Apgratesia, inveptiestions and re- 
ports = ope rvision of con- 
| 0 Public tility Properties 


4706 BROADWAY 


KANSAS CITY, MO. 


W. C. GILMAN & COMPANY 
Consulting Engineers 


Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


55 Liberty Street New York 5 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building 


Indianapolis, Ind. 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 
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JENSEN, BOWEN &.FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











LUCAS & LUICK 
ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaASALig St., Cxicaco 


United States Testing Company, Inc. 
Hoboken, N. J 


k > PI 














A. S. SCHULMAN ELEctTric Co. 
Contractors 


TRANSMISSION LINES—UNDERGROUND DistTRI- 
BUTION — Power STATION —: INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


537 SourH DearRBorN St. Cxicaco 











WESTCOTT & MAPES 


Incorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 


UTILITIES — INDUSTRIAL PLANTS 
INSTITUTIONS — SCHOOLS — PUBLIC WORKS 


NEW HAVEN CONNECTICUT 











—and Other Utility Uses 





Uniform - Strong - Long-Lived - Economical 
Sunstrand Wire Rope is made on the 
=~ most modern wire rope machines in use 
today. All types and sizes are available 
including 1 x 7 construction galvanized 
steel strand made to ASTM specifications. 


Write today for our price list and com- 
plete information on Sunstrand Wire 
Rope for utility uses. 


MANUFACTURING COMPANY 
880 South Second Street, Sunbury, Pa. 
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Look What’s Happened to the 
Old-Fashioned Coal Shovel 


sie ee 


Photo of Mitchell Station, West Penn Power Co., Pittsburgh, Pa. 


This is a battery of coal pulverizers. Each grinds a 
continuous flow of coal to talcum powder fineness. 
And a blast of air whips it into the roaring fires of 
public utility boilers to make electricity for an entire 
city 

Coal for such uses must possess specific qualities. 
It must deliver a specified heat output. Even ash 
content must meet pre-determined standards unvary- 
ingly, 

To provide coal with the stable and specialized 
characteristics needed by industry, mine operators 
have built preparation plants, many costing as much 
as a million dollars each. Here coal is washed of loose 
impurities, graded for size, tested for chemical con- 
tent and then blended or treated to specification. 

Because coal has dependable qualities, it continues 
to the chief source of electricity. By far, most of 
the new electric generating stations across the coun- 
try are coal-burning plants. Coal that is truly “pre- 
Scription-prepared” provides high efficiency at eco- 
nomical cost ... not only for public utilities, but for 
oth-r industrial users. 


ITUMINOUS COAL... LIGHTS THE WAY... FUELS THE FIRES . . . POWERS THE PROGRESS OF AMERICA 


Mechanization of America’s bituminous 
coal mines has all but banned the pick 
and shovel. Electric-powered drills, 
cutting machines, loaders and timber- 
ing equipment do most of the ‘‘heavy 
work.”’ Such mechanization, in fact, 
has made the work of the miner that 
of a highly skilled machine operator 
or specialized workman who earns 
bigger hourly wages than those paid 
in any other major industry. 


BITUMINOUS & COAL 


BITUMINOUS COAL INSTITUTE 
A Department oF Nationat Coat Association 
WASHINGTON, D. C. 








beauily and idle be ot f-., 


This question must be faced when you consider the use of substations in residential are 
where appearance is a factor. 

The answer is... . 

No. ... when you consider “piece-meal” substations with their unsightly looks and spaq 
consuming design. 

Yes. ... when you use General Electric unit substations. 

This problem was solved for many utilities when G-E engineers showed them how 
unit substations with their smooth, integrated lines—plus some incidental landscaping 
would easily overcome appearance objections. At the same time the utilities realized t 
many benefits—such as lower costs and increased reliability—of G-E load-center pov 
distribution. 

We'd like to show you how other utilities utilized G-E unit substations. Give us 1 ¢a 


or write for brochure GEA-5155 that shows how other utilities took advantage o° G 


engineering and service. Apparatus Dept., General Electric Co., Schenectady 5, N. ¥ 





GENERAL ($6 ELECTRIC 








